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Dear Sirs 1
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THOMSON
We enclose two announcements issued by BOC Hong Kong (Holdings) Limited in FINANCIAL

Hong Kong, both dated 5" September, 2003 for your attention.

Please note that the above documents are being furnished to the Securities and
Exchange Commission (the “SEC”) on behalf of the Company pursuant to the
exemption from the Securities Exchange Act of 1934 (the “Act”) afforded by Rule

12g3-2(b) thereunder.

This information is being furnished under paragraph (1) of Rule 12g3-2(b) with the
understanding that such information and documents will not be deemed to be “filed”
with the SEC or otherwise subject to the liabilities of Section 18 of the Act and that
neither this letter nor the furnishing of such information and documents shall

constitute an admission for any purpose that the Company is subject to the Act.
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Yours faithfully,
For and on behalf of
BOC Hong Kong (Holdings) Limited
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Company Secretary
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(incorporated in Hong Kong with limited liabifity under the. Companies Ordlnance)

2003 INTERIM RESULTS ANNOUNCEMENT

Chairman’s Statement

The results of BOC Hong Kong (Holdings) Limited (the “Company”) and its subsidiarias
(the "Group) for the six months to 30 June 2003 were fully audited, Following concerns
voiced by the investing community and the public regarding a certain loan granted by
our principal subsidiary Bank of China (Hong Kong) Limited (*BOCHK?”) and the departure
of our former Chief Executive, we promptly decided to commission‘the audit. Under the
unusual circumstances, we considered this a vital and necessary step because as a
publicly listed financial institution that aspires to be among top-tier banks in the world,
our top priority is to ensure good corporate governance and be fully accountable and
transparent to our shareholders. As a result of this full audit, our financial statements for
the six months to 30 June 2003 have been validated, wnh aview to dlspelhng any posstble
doubt that could have arisen.

The first six months of 2003 continued to pose formidable challenges to the Hong Kong
economy. Recovery still seemed far off as unemployment figures kept climbing to record
highs, deflation persisted, consumer credit démand further weakened and property prices
continued to decline. The onslaught of Severe Acute Respiratory Syndrome (*SARS")
towards the end of the first quarter added further uncertainties to the economy by
dampening interest in investment and consumer spending. As a result, competition within
the banking sector was intensifying and margins inevitably narrowed.

Notwithstanding all these challenges, business remained'as usual for the Group during
the interim period and our business performance on the whole remained quite stable.
Two of our key growth areas, namely, treasury operations and wealth management
performed axceptionally well. On the other hand, higher cost efficiency meant that we
managed to achieve considerable savings in operating expenses and human resources,

-spending while maintaining our productivity and quality of service. Before prov151ons, ’

our operating profit in fact rose by 2.28%. However, the gains we achieved were offset
chiefly by the negative resuit of property revaluation that reveaied a further decline in
the market value of property during the period under review. In addition, our net interest
income also decreased whereas our net charge for bad and doubtful debts declined as
well. As a resull, the Group’s profit before.taxation decreased by 22.94% to HK$3,245

. million and_ profit atiributable to shareholders was HK$3,012 million, representing a
decrease of 11.80%. Our earnings per share were HK$28.49 cents. The Board of Directors
(the “Board™) declared an interim. dividend of HK$19.50 cents per share.

Notwithstanding this temporary drop in profit, the Group operates on a solid foundation.
COur merger and restructuring exercise in October 2001 has greatly enhanced our
competitive strengths and enabled us to position ourselves as a full-service financial
institution that is integrated, efficient and forward-lecking. We now operate under a sound
corporate governance framework and management system. We firmly belleve that good
corporate governance is of paramount importance in ensuring that the interests of our
shareholders, customers and employees are properly safeguarded.

The New Nongkai Loan incident, while having some short-term impact on us, has given
rise to an excellent opportunity for us to conduct a review of our corporate governance,
credit approval procedure, risk management and internal contro! mechanism. A Special
Committee was established in early June for the purpose under the convenership of
Senior Adviser Mr. Anthony Neoh, SC, and with Independent Non-executive Directors
Dr. Victor Fung Kwok King and Mr. Shan Weijian as members. In accordance with its
terms of reference, the Special Committee subsequently.invited Mr. Richard Farrant, an
internationally renowned banking expertise and currently Non-Executive Chairman of
the UK Banking Standards Beoard, as Special Adviser. KPMG and Moores Rowland were

. also engaged to undertake different aspects of the review. Thg makeup and terms of
reference of this Special Committes ensured that the review was comprehensive, objective
and impartial.

The Special Committee duly completed its task and submitted its report to the Hong
Kong Monetary Authority (‘HKMA") and the Company’s Board. More importantly, we are
comniitted to embracing these findings and recommendations so that-we can further
improve our corporate governance, credit-approval procedure, risk management and
internal control. Furthermore, we will keep these functions under constant review, with a
view to seeking improvement to our operational systems on a continuous bas:s This is
what we mean by reaching for higher standards.

On behalif of the Group, | wish to thank the Special Committee and everybody involved
for their time, dedication and jmpeccable quality of work.

While the Hong Kong economy is gradually improving, we would expect the operating
environment as a whole to remain difficult in the second half of the year as domestic
demand continues to be weak and deflation and high unemployment persist. Under this
economic climate, our strategy is to focus on the development of our weaith management
business to meet customers’ needs through product and service innovations, continue
to reduce cost and improve overall operalicnal efficiency in order to maximise shareholider
value. The progress we have made in those areas so far speaks for.the rlghtness of that
strategy. -

1 am fully confident that our business model, strategy and people wili help us realise our
long-term potential. In the longer term, we have reason to believe that the operating
environment for Hong Kong's banking sector will progressively improve, particularly under
Closer Economic Partnership Arrangement (“CEPA”). At the same time, the growth of
economic actjvities resulting from the further integration of Hong Kong with the Pear!
River Delta will provide a new impstus for corporate and retail banking. The' Group is
well positioned to capttallse on all these new opportunities. On the back of graduat
‘economic racovery and barring unforeseen circumstances, we are conndenl that our
business development will stay on track

. I would like to take this opportunity to welccme again the appointment of Mr. He Guangbei,
Executive Vice President of Bank of China (“BOC”) and Director of the Company, as

Executive Director, Vice Chairman and Chief Executive of the Company on 28 May 2003.
Mr. He's banking expertise and international experience will be invaluable to us as we
reach for newer and higher standards and go on to the next level of growth and
development.

! wish to thank the Board of Directors for their counsel and guidance during a challenging
period. Mr. Chia Pei-yuan retired from the Board in July 2003 for personal reasons. We
thank him for his valuable contribution during his tenure and wish him all the best. |
would also like to thank our shareholders and customers for their continued trust and
support. Last but not least, a special vote of thanks must be extended to our staff for
their hard work and devotion. | know | can continue to count on them for the Group’s
long-term success.

XIAQ Gang
Chairman

Hong Kong, 5 September 2003

Chief Executive’s Report

The first half of 2003 was highly demanding for Hong Kong's banking sector as a whole.
The weak economic and market conditicns were further exacerbated by the outbreak of
SARS in March. The New Nongkai Loan episode, which occurred at the end of May, has
aroused great concern about our Group's risk management system and corporate
governance. The Board then proactively adopted a series of measures to address the
issues and has gained ful! support from our management and staff during the course of
their execution. Against this backdrop, we continued to develop our business in
accordance with our strategy, streamline our operation in order to achieve higher cost-
efficiency; and improve the diversity and guality of our service to meet customers’ needs.
We also continued to focus on delivering our promises to shareholders at the time of our
Initial Public Offering and creating long-term shareholder value.

Half-year Performance

For the six months to 30 June 2003, the Group’s operating profit before provisions was
HK$6,138 millicn, up 2.28%, whereas operating profit after provisions was HK$4,470
million, up 5.52%. Profit attributable to shareholders was HK$3,012 million, a decrease
of 11.80%. Earnings per share stood at HK$28.49 cents.

Notwithstanding the-adverse sconomic environment, our business operations remained
stable and we were able to continue with product and service innovation and-explore
opportunities for business development. Higher operating profit in the first half of the
year was mainly attributable to the growth in other operating income and cost containment,

As a result of the growth in wealth management income and profit from treasury
aperations, our other operating income increased by 12.04% to HK$2,252 million.

~ Leveraging our distribution channels, which have been integrated and strengthened.under

the BOCHK brand name after our restructuring and merger, we were able o increase
our wealth management income, including income from the distribution of insurance
preducts and fees from the sales of investment funds and retail bonds. By optimising our
investment portfolio and launching new treasury products and services, net gains from
other investments in securities, foreign exchange and dealing activities increased by
36.76% in the highly volatile markets. ’

These were offset by the decrease in net interest income of 4.46% to HK$6,584 million.
Net interest margin decreased by 10 basis points resulting from a reduction of 6 basis
points in net interest spread and a decrease of 4 basis points in the contribution from net
free funds in the low interest rate environment.

On the other hand, we continued to streamline operating expenses, thereby achieving
better cost efficiency. During the interim period operating expenses decreased by 6.97%
as a result of a reduction in staff costs by 7.21%. The total number of employees, including
all the subsidiary companies, was 13,020 at 30 June 2003, compared to 13,439 at 31
December 2002, Savings from the reduction in rental expenses and from consolidation
of business operations also helped to improve efficiency across the board. The cost to
income ratio decreased by 2.05 percentage points to 30.52% for the first half of 2003,
one of the lowest in the industry.

While the credit environment in Hong Kong remained one of the greatest concerns for
the banking industry, the credit quality of our foan portfolio continued to improve and
contribute to our profit. Net charge for bad and doubtful debts decreased by'5.49% to
HK$1,669 million. New specific provisions for the Group decreased, reflecting the
improvement in the overail quality of the loan portfolio despite additionat provisions made
for collateral devaluanon and the negative impact of SARS.

The non-performing loan (“NPL") ratic improved from 7.99% at 31 December 2002 to
7.80% at 30.June 2003 — a result of credit controls, bad debt collection efforts and
write-offs, We continued to maintain a high coverage for NPLs, The loan Joss reserve
ratio increased 1o 60.569 %. The specific provisions and collateral coverage ratio for
classified loans also increased to 90.87% at 30 June 2003, ~

After provisions, our operating result improved by 5.52%. However, the Group's overall

results inevitably reflected the prevailing property market conditions, like other local banks.

)
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During this period, we incurred a revaluation loss of HK$1,223 miilion on premises and
investment properties. While the cost of our revaluation is not out of the norm, its impact
on our profit attributable to shareholders is much more dramatic because: little property
revaluation reserves are availabie for offset against the fall in market value of the
properties concerned as a result of the restructuring and.merger on 1 October 2001. We
will continue to review our portfolio of properties and make necessary adjustments in
accordance with the Group's accounting policies.

For these main reasons, profit before taxation decreased by 22.94% to HK$3 245 million.
After the write-back of a tax over-provision, the Group’s profit attributable to shareholders
during the first half of 2003 decreased by 11.80% to HK$3,012 million.

The Group’s financial positions remained strong. Our capital and liquidity were maintained
at high levels. Total capital ratio was 14.68% and tier-one capital ratio was 13.76%,
compared to 13.99% and 13.12% respectively at the last year-end. The average liquidity
ratio was 37.93% for the 2003 interim period, compared with 41.26% for the 2002 intefim
period.

 Business Review

In the period under review, we continued to concentrate on business development and
implement our strategic initiatives.

Qur customer-focused banking services were enhanced through innovative and flexible
product development as well as intensive staff training. Cross-selling sfforts increased
within our broad-based distribution network and across all business and customer
segments. Cost efficiency was enhanced through business re-engineering, operations
streamlining and the rationalisation of human resources. Our NPL ratio continued to

‘decrease. The quality of residential morigage loans and credit card advances improved.

The risk profile of our asset mix was adjusted throtgh increases in investments in
securities and greater diversification in lending. We also continued to invest in technologies
for sustainabte business development and risk management improvement.

Retall Banking

In the prevailing low interest rate environment, the demand for wealth management
products remained strong. Capitalising on our extensive distribution capability and
focusing our marketing efforts, we achieved an overall income growth of approximately
3.6 times in the distribution of life insurance products as new insurance plans wers
launched to meet the diverse needs of our customers. Besides, guaranteed funds

continued to be well received by the market and we also registered satisfactory resuits.

in the sale of open-ended funds.

As a major mortgage service provider, we continued to provide innovative nﬁorlgage
products catering to customers with unique financial needs. Several new products, such
as One-Stop Mortgage Insurance Programme and Smart Mortgage Insurance

- Programme, were introduced during the period and more will follow in the near future as

we extend our reach.
Owing to a mora effective credit management prccess the quality of our residential

- mortgage portfolio continued to improve with the delinquency ratio, including rescheduled

loans, dropped from 1.75% to 1.51%. Our credit card charge-off ratic also fell to 10.25%
in the first half of 2003 from 12.33% in 2002, lower than the industry average.

The number of new Great Wall Internaticnal Card and Great Wall Renminbi Card issued
during the period grew substantially. Graat Wall international Card increased its number
of new cards issued and cardholder spending by 80% and 61% respectively over the
same pericd last year. This card is specifically designed for Mainland customers who
frequently travel and transact outside the country. There has also been a strong demand
tor Great Wall Renminbi Card, targeted at Hong Kong people who frequently travel to the
Maintand. The number of new Great Wall Renminbi Card issued grew approximately 10
times compared to the first half of 2002.

Corporate Banking & Financial Institutions

We continued to consolidate our position as a leadsr in the local syndication market as
we played an active role in arranging syndicated lending for blue-chip companies. In
addition, we arranged syndicated loans for Hong Kong-listed companies and Mainland
state-owned’ companies.

Asset quality improved as we increased lending to counter-cyclical sectors, such as
utilities, and our.exposure to the property investment sector reduced. Furthermoere, we
strove to increase the lending to local small and medium-sized en(erprlses (“SMEs”) by
actively broadening our SME loan product offering.

New treasury products were rolled out to facilitate asset and liability management of our
corporate customers, We also strengthened our posmon with other financial institutions,
as we became one of tha first local banks to participate in the Transferable Loan Certificate
Subprogram of the Debt Issuance Program of the Hong Kong Mortgage Corporation
Limited. Furthermore, we were appointed as the clearing bank in Hong Kong for several
Mainland financial institutions. During the period, we entered into a cooperation agreement
with BOC that is expected to give further xmpetus to grow our business with Mainland
financial msmuhons

Treasury Operanons .

Notwithstanding the impact of the war in Iraq, SARS and the uncertainties of the US
economy on global financial markets, we continued to optimise our investment portfolio,

-launch successtul new products and contribute to our interim results,

We continued to enhance our service quality and broaden our product range. We provided
bond trading services, equity-linked deposits'and structured deposits to fulfil various
investment.preferences of our customers. We also extended foreign exchange trading
hours, thus growing the number of customers and tradlng volums in the first half of
2003. .

Mainland Branches and China-related Business

Last year, we established the China Business Head Office to coordinate and manage
our Mainland branches. As a result, overall operating efficiency and business development
improved. The oparating profit before provisions of our Mainland branches increased by
about 37%.

During the first half of 2003, three more of our branches and sub-branches in Shenzhen
were authorised to offer Renminbi services. We now cperate Renminbi business in eight
locations in four Main!and citigs. N

In January, BOCHK and BOC jointly launched BOC Prestige Banking, a premier ana-
stop banking service designed exclusively for customers who frequently travel betwesn
Heng Kong and the Mainland.

Channels, Technologies and Operations

We continued to consolidate branches in order to maximise the utilisation of rasources
and achieve cost efficiency. As at-30 June 2003, we had 305 branches in Hong Kong,
compared to 319 at the end of 2002. We also opened new service centres in selected
areas in order to optimise our distribution network and capitalise on new business
opportunities. e-Banking is vital to our rationalisation and expansion efforts. Since the
end of 2002, the number of iT’s Online Banking customers has increased by about 30%.
Our sfforts to optimise our network through technology and process improvement are on
track and will proceed further.

The implementation of key components of our Information Technology Development
Blueprint marked a key step in delivering the promise of major lechnology infrastructure
upgrades. With the introduction of a new Customer Relationship Management System,
we will be able to enhance our capability to provide premier services and products to
customers. Management Control System, a new platform for the provision of management
information, will enable us to manage risk better, to evaluate performance and to formulate
sound strategies.

The Future and the Strategles

Movmg ahead, we believe that there are new opportunities for the bankmg sector as a
whole in the foreseeable future. The implementation of CEPA means the economic
relationship between Hong Kong and the Mainiand of China will be further strengthenad
for mutual gains, which is conducive to long-term growth. Strong in financial and business
services, logistics and tourism, Hong Kong is well positioned to benefit from this
development.

For BOCHK, we anticipate a growth in dernand for banking services from enterprises
that are establishing a firmer foothold in the Mainland after CEPA. It is likely that there
will be more opportunities in trade financing and wealth management after CEPA and as
China fulfils her obligations as a member of the World Trade Organisation.

We also believe it will be a positive factor for Hong Kong’s banking sector shouid the
offering of Renminbi banking services be allowed here. In collaboration with BOC, we

‘will further enhance cross-border and integrated financial services to our customers to

turther strengthen our operations in the Mainland.
in the immediate future, with the SARS outbreak behind us, there are signs that the local

_econcmy is stabilising gradually, led by retail spending and tourism. Externally, we believe

strong ecenomic growth in the Mainiand, coupled with the stabilised economic prospects
in the US, would also be conducive to the improvement of Hong Kong’s business
environment, However, the second half of 2003 is still expected to be under the impact of
deflation, margin pressure, slow consumption and subdued loan demand as well as high
unemployment rate.

Under the circumstances, wealth management will remain one of our key initiatives in
view of its promising growth potential. We will continue to pursue the cross-selling potentia!
of our customer base through our extensive distribution network, Effective performance
incentive and intensive staff training will be implemented to drive our cross-selling efforts.

Besides, consumer lending will continua to be our key focus in the future for it can help
balance our loan portfolio. We will enhance our card business through service development
and technology improvements, As the market sentiment improves, we expect residential
mortgage lending will continue to grow and our strategy is to provide value-added services
and preducts to our customers.

Should the economies of the US and H_bng Kong recover at a faster pace in the sscond
half of 2003, we believe business activilies would increase as weli. Trade finance will be
the focus of our corporate banking business in the near future. Our aim is to serve the
needs of corporate customers in trade payment and trade services.

SMEs represent an increasingly important segment of our-corporate customers, We
believe the establishment of the commercial credit reference agency in Hong Kong in
the near future will facilitate the development of SME lending business. Committed to
our customer-focused strategy, we are positioning ourselves to be ong of the best
providers of SME financial services in terms of flexibility and product range.

We understand that technology differentiates premier banking services. We are therefore
committed to building the best electronic distribution channels for our customers. By
leveraging our current technology infrastructure and through system enhancement, we
aim to increase the use of our electronic distribution channels by our customers.

At the same time, we will continue to better manage cost through process re-engineering,
branch network rationalisation and continuous implementation of our information
Technology Development Blueprint.

To the list of challenges we encountered in the last few months was added the New
Nongkai Loan episode. The management and staff have been cocperating fully with the
Special Committee and professional advisers in their investigations, and ensuring that
business remained as usual during the process. As a forward-iooking corparation, we
are wholly:committed to implementing the recommendations of the Special Committee
in order to further improve our credit approval process, risk management and internal
‘control procedure. We are also determined to further enhance our corporate governance
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framework and transparency. We firmly believe that having gone lf\rough this enlightening

process, the experience gained will make us even more mature and prudent as we move

ahead.in a more proactive and aggressive manner.

As the new Chief Executive, | am working very closely and wholeheartediy with my
colleagues towards the Group’s vision to be one of the premier banks in the region. After
our restructuring and listing, with the Board's guidance and the support of varicus
professional consultants, we have introduced a new operating system and control
mechanism in liné with the best international banking practices. As we move forward, we
will continue to fine-tune and adjust our system and mechanism to ensure the highest
standards of quality are maintained. Of equal importance is the need to advance our
corporate culture and clearly define our Group’s vision, mission and values. Meanwhile,
we are working hand in hand with all our staff to implement all these important changes
and to ensure that the interests of individuals will be aligned with those of the Company
and sharehoiders. | am confident that the infrastructure and the people that we have will
enable us to overcome the challenges we face, create better opportunities for the Group
and deliver superior value to our sharsholders in the long term.

HE Guangbei
Chief Executive

Hong Kong, 5§ September 2003

Financial Review

Financial Performance
Summary of Operating Results

The Group’s profit attributable to shareholders amounted to HK$3,012 million, a decrease
of HK$403 million, or 11.80%, from the first half of 2002, which was mainly due to the
loss from revaluation of premises and investment properties partly offset by the write-
back of a tax over-provision. Operating profit before provisions increased by HK$137
million, or 2.28%, to HK$6,139 million. Earnings per share were HK$28.48 cents, down
HK$3.81 cents from the first haif of 2002. Return on average total assets feil by 0,12
percentage point to 0.82% and return on average shareholders’ funds was 10.56%, a
decline of 2.45 percentage points against 13:01% for the first half of 2002.

Net Interest Income

Net interest income fell by HK$307 million, or 4.46%, to HK$6,584 million, mainly
attributable to the narrowing of spreads on lending and the fall in contribution from net
free funds as a result of lower market interest rates. Average interest-earning assets
increased by HK$3,231 million, or 0.46%, to HK$701,544 million. Net interest margin fell
by 10 basis points, which was the combined effect of a reduction of 6 basis pomts in net
interest spread and a reduction of 4 basis points in the contribution from net free funds.

. Contribution from debt securities increased due to the redeployment of funds to debt
securities from lower yielding short-term funds and interbank placements. Growth in
low-cost savings deposits contributed to the'lower funding cost, These posmve effects,
however, were offset by a decline in the average loan yield, mainly caused by a reduction
in the best lending rate and the narrowing of spreads from intense market competition.

Other Operating Income

Other operating income increased by HK$242 million, or 12.04%, to HK$2,252 million,
dccounting for 25.49% of total operating income compared to 22.58% for the first half of
2002.

Net fees and commission income amounted to HK$1,377 million, an increase of HK$29
million, or 2.15%. This mainly reflected lower cash rebates for residential mortgage loans,
a resuit of a fall in new mortgage loans made during the period.

Income from weaith management inciudes income from the distribution of insurance
products, commissions on sales of investment funds, retail bonds and securities
transactions executed for customers. There was a strong growth in wealth management
income from the distribution of life insurance products. Other key positive factors for fees
and commission incoms included increases in income from levy on low-balance Hong
Kong doliar savings accounts and from continuous growth in payment services. However,
these were offset by a reduction in loans related fee income.

Net gain from other investments in securities increased by HK$86 million, or 122,86%,
to HK$156 million, mainly due to marked-to-market.gains on debt securities. Owing to
the increases in transaction volume and premium income from foreign exchange activities,
net gain from foreign exchange activities rose to HK$478 million, an increase of HK$76
million, or 18.91%.

Operating Expenses

Cperating expenses decreased by HK$202 million, or 6.97%, to HK$2,697 million, mainly
due to a decrease in average headcount as well as continued emphasis on cost reduction
throughout the Group. The cost to income ratio lowered by 2.05 percentage points to
30.52% for the first half of 2003, benefiting from productlvny and operating efficiency
improvements.

Staff costs fell by HK$127 million, or 7.21%, to HK$1,634 million. As a resuit of the
decrease in rental éxpenses and the benefits from the rationalisation of business
operations, premises and equipment expenses declined by HK$51 million, or 14.17%, to
HK$309 million. These positive factors, however, were partly offset by increase in
information technology expenses.

Charge for Bad and Doubtful Debts

The net chérge for bad and doubtful debts decreased by HK$97 million, or 5.49%, to
HK$1,669 million, while the ratio to average gross advances to customers declined by

0.08 percentage point to 1.04% for the first half of 2003. New specific provisions decreased
by HK$752 million, or 22.86%, to HK$2,537 million, which was a result of an overall
improvement in loan quality after the Group's June 2002 oan sale, partly offset by increase
in provisions for collateral devaluation and the impact of SARS. Specific provision releases
reduced by HK$691 million, or 58.91%, to HK$482 miflion. Recoveries also fell by HK$130
million, or 37.14%, to HK$220 miliion, reflscting the difficulties in recovering and collecting
bad debts amid the lacklustre economic environment.

- Net Loss from Revaluation of Fixed Assets

To reflect the decline in property value in Hong Kong in the first half of 2003, a revaluation
of the Group's premises and investment properties was performed at 30 June 2003. All
investment properties were revalued on the basis of their open market values by
Chesterton Petty Limited, an independent professional valuer, resuiting in a charge to
the profit and loss account of HK$4394 million in the first half of 2003. The Group had

“regard to the independent professional valuations carried out on a majority of the premises

by the valuer. The revaluation of the Group's premises resulted in a charge to lhe profit

and loss account of HK$729 million in the first half of 2003 and a decrease in the premises
revaluation reserve of HK$49 million.

Financial Position
Balance Sheet Summary

Total assets amounted to HK$735,494 million at 30 June 2003, a decrease of HK$42
million, or 0.01%, from HK$735,536 miliion at 31 December 2002.

Short-term funds were reduced and redeployed into higher yielding debt sscurities.
Investments in securities rose by HK$9,003 million, or 5.68%, to HK$167,636 million at
30 June 2003 from HK$158,833 million at 31 December 2002. Approximately 95% of
securities holdings will mature within five years and approximately 71% of them were
issued by banks and other financial institutions.

Advances to customers increased slightly by HK$147 million, or 0.05%, from HK$321 034
million at 31 December 2002 to HK$321,181 million at 30 June 2003. Exciuding the
write-offs of HK$1,732 million, the advances to customers would have grown by 0.59%.
Corporate loans used in Heng Kong (including trade finance) increased by 1.80%, mainly
in the transport, utilities and property development sectors. These growths were partly
offset by decline in lending 10 the property investment sector and for the purchase of
residential properties. Residential mortgage loans, inciuding those under.the Home
Ownership Scheme and other government sponsored home purchasing schemes,
decreased by HK$2,024 million, or 1.91%, to HK$103,785 million at 30 June 2003 from
HK$105,809 million at 31 December 2002.

Fixed assets amounted to HK$17,921 million at 30 June 2003, a decrease of HK$2,291
million, or 11.33%, from HK$20,212 million at 31 December 2002. The decline was
primarily due to the disposal of premises and investment properties of HK$730 mitlion,
deficits on revaluation of premises and investment properties of HK$1,272 million and
depreciation charges. Major disposal during the pericd included Kincheng Bank Building
and Sin Hua Bank Centre.

Total liabilities decreased by HK$741 million, or 0.11%, to HK$677,010 miliion at 30
June 2003 from HK$677,751 million at 31 December 2002.

Deposits from customers decreased from HK$600,977 millicn at 31 December 2002 to
HK$685,135 million at 30 June 2003, a tall of HK$15,842 million, or 2.64%, reflecting
our effective liability management. Customers continued to shift funds to savings deposits
from time deposits under the low interest rate environment. Savings deposits rose by
10.63% and time, call and notice deposits declined by 9.81%.

The loans to deposits ratio.rose by 1.47 percentage points to 54.89% at 30 June 2003,
the effect of a marginal growth in customer advances against a decline in customer
deposits.

Asset Quality

During the first half 'of 2003, Hong Kong’s credit environment remained one of the greatest
concerns for the banking industry. However, our non-performing loan ratio continued to
improve, reducing from 7.89% at 31 December 2002 to 7.80% at 30 June 2003,
attributable to our stringent credit controls, coliection of bad debts and write-offs. The
classified loan ratio also lowered from 7.98% at 31 December 2002 to 7.80% at 30 June
2003. During the period, low NPL formation, recoveries, and write-offs made up an
xmprovemem in asset quality. During the first haif of 2003, approximately HK$2,924 million
of classified loans were recovered through cash collections and collateral disposal, and

HK$1,732 million of bad debts ware writtsn off.

Specific provisions as a percentage of non-performing loans increased from 33.66% at
31 December 2002 to 33.74% at 30 June 2003. The loan loss reserve ratio also rose
from 68.51% at 31 December 2002 to 60.56% at 30 June 2003. The spacific provisions
and collateral coverage ratio for classified loans was 90.87%, compared with 90.08% at
31 December 2002.

The quality of the Group's residential mortgage portfolio improved. The combined
delinquency and rescheduled loan ratio decreased from 1.75% at 31 December 2002 to
1.51% at 30 June 2003, which was bettar than the market average of 1.65%.

The quality of credit card advances also improved. The delinquency ratio fell from 1.34%
at 31 December 2002 to 1.28% at 30 June 2003. The charge-off ratic decreased from
12.33% for the year 2002 to 10.25% for the first half of 2003, mainly due to the Group's
offective credit controls.

Capital Management and Liquidity

The Group’s capital strength remained robust. The consolidated capital adequacy ratio
(“CAR") increased from 13.99% at 31 December 2002 to 14.66% at 30 June 2003. Capital
base grew by 2.37% while unadjusted risk-weighted assets fel| by 2.32%. The increase
in capital base was due to an increase in retained profits. The decrease in risk-weighted

_ assets was mainly aitributable to a decrease in contingent liabilities and commitments.

The Group-maintained a strong liquidity position with the average liquidity ratio of 37.93%,
3.38 percentage points lower than 41.26% for the first haif of 2002.
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Cash and cash equivalents at 30 June 64,831 .
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BOC HONG KONG {HOLDINGS) LIMITED Share 1 Premises Ipropert}es Transiati Retalned
i capital reserve reserve reserve earnings Totat
The Directors of the Company are pleased to announce the audited consolidated results HK$'m HKEm HKS'm HK$'m HKS§'m * HK§'m
of the Group for the six months ended 30 June 2003 as follows: At 1 January 2002,
: as previously reported 52,864 141 18 (2) (851) 52,170
Effect of adoption of
. SSAP 12 (revised) - (12) - — (370) (382)
li i At 1 January 2002, - v
Consolidated Profit and Loss Account . s st 52,564 15 " @  (an . s
(Unaudited) e profit for the first half :
As restated of 2002, as restated - - - - 3415 3415
Half-year Half-year.  Currency translation
ended ended differences . - - - 1 —- 1
30 June 30 June %P‘!émﬁ' le‘gE'"d g - - - - - (193 (1,935)
eleass to deferre :
Note 2003 2002 oy fabiies - 2 - - - Qo).
. HK$’'m HKS'm 30 June 2002,
Interest income 9,358 10,958 as restated 52,864 107 18 . {1) 259 53,247
Interest expense (2,774) (4,087} Company and subsidiaries 52,864 107 Y18 (1) 106 53,094
Net interest income 6,584 6,801  Associates - = = = 183 153
Other operating income 2 2,252 2,010 . ' 52,864 107 18 (1) 259 53,247
Operating income ) 8,836 8,001  AllJuly 2002. as -
Operating expenses 3 (2,697) (2,899) b {6V|01U35 rfported 52,864 141 18 {1) 632 53,654
X . ect of adoption o .
Operating profit before provisions 6,139 6,002 SSAP 12 (?ewsed) — {34) - — (373) {407)
Charge for bad and doubtful debts (1,669) (1.766) a4 Juiy 2002, as restated 52,864 107 18 M 259 53,247
Operating profit after provisions 4,470 4,236  Netprofit for the second . :
Net (loss)/ gain from disposal/ half of 2002, as restated — - - - 3372 3,372
revaluation of fixed assets (1,241) 8 C”Jq‘f”“““““”"" ;
Net gairv {loss) from disposal of held-to-maturity Realmaeication - s ® a - a
securities and investment securities 1 (2)  Relsase from deferred
Write-back of provision/ (provision) for tax liabilities _ 20 — — - 20
impairment on held-to-maturlity securities Revaluiation of properties - 46 (13) - - 33
and investment securities 20 (7)  Transier on disposal . :
Net loss on disposal of a subsidiary (1) — of properties - (79) - - 7 -
Write-back ot provision/ (provision) for At 31 December 2002,
impairment on investments in associates 6 (30)  asestaled 52,884 88 — 2 3710 56,671
Share of net (losses)/ profits of associates (10) & Company and subsidiaries 52,864 99 - @ 3718 56,679
Profit before taxation 3,245 4211 Associales - - = - (8 (8)
Taxation . 4 . (176) _ (733) ] 52,864 ] — E] 3710 56671
Profit after taxation - 3,068 3,478  At1 January 2003,
Minority interests (57) (63) as previously reported §2,864 13 - () 3,956 56,941
Eftact of adoption of
Profit attributabie to she_xreholders 3,012 3,415 SSAP 12 (revised) - — (14) - - (256) (270)
, At 1 January 2003,
Dividend 5 2,062 1,835 as restated 52,864 99 - 2} 3,710 56,671
Net proiit“for'tg\e
first half of 2003 - - - - 3,012 3,012
HK$ HKS Releafegrﬁrr deferred 6
[ . 3 tax liabilities - - - - 6
Earnings per share 6 28.49¢cents 32.30cents | Jualion of properties - 49) o - - (48
2002 final dividend paid - - - — (2,273) {2,273
: ) At 30 June 2003 52,864 56 - (2} 4,449 57,367
Consolidated Balance Sheet Company and subsidiaries 52,864 56 - @ 4,465 57,383
As restated - Associates - — - — - {16) (16)
At o 52,864 56 . - {2) 4,449 57,367
30 June 31 December  gepresentiniy:
Note 2003 2002 2003 interim dividend proposed 2,062
HK3'm HK$'m  Others - 2,387
ASSETS Retained sarnings as .
Cash and short-term funds ‘ 94,830 115,075 @30 June 2003 L
Placements with banks and other financial institutions .. :
maturing between one and twelve months 91,688 80,159 .
Trade bills 708 592 5 y P
Certificates of deposit held 18,795 17528 -Consolidated Cash Flow Statement )
Hong Kong SAR Government certificates’ Halt (Ur}uat.;'dlted)
of indebtedness 30,540 29,110 ae;xyde:é aehyffé
Held-to-maturity securities 82,875 94,227 30 June 30 June
Investment securities 53 46 2003 2002
Other investments in sacurities 74,708 64,360 7 7
Advances and other accounts 7(a) 308,847 308332 Gash fiow from operating activities HKS'm HK$'m
Investments in associates 399 483 Operating cash outflow before taxation (17,023) (27,547)
Fixed assets - 17,921 .20,212 Dispesal of loans to the Cayman slands -
Other assets - 4,130 ‘5,412 " Brarc(ch of Ba'nk of Chl?a ded/ (pald) 35 B(ZSE
ong Kong profits tax refunded/ (pai .
Total assets . 735,494 735,536 Overseas profits tax paid ) (11).
LIABILITIES . ) Net cash outtiow from operating activities (16,658) (19,038)
Hong Kong SAR currency notes in cnculauon . 30,540 23,110 Cash flow from investing activities
. Deposits and balahces of banks and Purchase of fixed assets (40) (28)
other financial institutions 38,485 29,957 E'ocﬁggs fr;)m distposgtl 2;:"3;1 assats o 5%) 9
. - urc e Of Investme: urities’ bl
CD)ler?:rsgic:zm::?gn}reJ\?isi s P Sgg'égg G?g%; Proceeds from disposal of a subsidiary 157 —
F ons - F A ) : Proceeds from dissolution of an associate 19 —
Total liabilities 677,010 677,751 Dividend received from an associate - 1 2
CAPITAL RESOURCES Loans repaid by associates 59 —
‘Minority interests . 1,117 1,114  Net cash inflow/ (outflow) from Investing activities - 751 (15)
‘ . . Cash flow from financing activities
Share capital 10 52,864 52,8864 2002 final dividend paid (2,273 -
Reserves 11 4,503 3,807 Dividend paid to minority shareholders (54 —
Shareholders’ funds 57,367 56,671  Net cash outflow from financing activities (2,327)
Total capital resources - 58,484 57,785  Decrease in cash and cash equivalents ' (18,234) {19,053)
Total liabifities and caplital resources 735,494 735,536~ Cash and cash equivalents at 1 January 1?}?"2?‘1‘
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' (page 5) 4. Taxatlon
o Taxation in the profit and loss account represents:
PREFEER)FRLT (Unaudited)
BOC HONG KONG {HOLDINGS) LIMITED Half-year Helf-year
ended ended
Notes 30 June 30 June
- 2003 2002
‘1. Accounting policies HKS'm HK$'m
The accounting policies and methods of computation used in the preparation of the accounts are ’ Hong Kong profits tax
consistent with those used in the preparation of the Group’s accounts for the year ended 31 — current year taxation 732 738
December 2002. In the current year, the Group adopted the following revised Statement of — ovar-provision in prior years (718) (6)
Standard Accounting Praclice (“SSAP") issued by the Hong Kong Society of Accountants (“HKSA™) Deferred tax charge 160 3
which is effective for accounting periods commencing on or after 1 January 2003: - 74 735
SSAP 12 (revised): Income taxes ] Attributable share of estimated Hong Kong profits tax
Any significant impact of adopting this SSAP has been shown on the respective notes to the ‘ losses arising from investmants in partnerships - )
accounts. | 174 728
The comparative figures in respect of the Group's consolidated profit and loss account, cash flow Investments in ?artnershlps written off — 6
statement, statement of changes in eqity, and corresponding note disclosures, for the six month Hong Kong profits tax 174 734
period ended 30 June 2002 are not audited. The Group's external auditors carried out a raview of Oversaas laxalion 1 5
the interim financial statements for the six month-period ended 30 June 2002 In accordance with ’ 175 739
the Statement of Auditing Standards 700 “Engagement to Review Interim Financial Reports” Share of taxation attributable to assaciatas 1 (8)
issued by the HKSA and issued a review report to the Board. The review reporl issued was : .
unmodified frem the specimen issued by the HKSA 176 733
2. Other operating income Hong Kang profits tax has been provided at the rate of 17.5% (2002: 16%) on the estimated
U N . assessable profit for the first half of 2003. Taxation on overseas profits has been caiculated on
. (Unaudited) the estimaled assessable profit for the first halt of 2003 at the rates of taxation prevailing in the
Hall-year Haif-year countries in which the Group operates.
ended ended
30 June 30 June The Group’s tax over-provision of HK$718 million represents a write-back of excess tax provision
2003 2002 madse in prior years, This amount was written back after the finalisation of tax losses arising from
. " predecessor merging branches and tax positions of BOCHK by the Inland Revenue Department
HKS'm HKgm in the first half of 2003,
Fees‘and commission income (Note) 1,690 1,705 The Group has entered Into a number of alrcraft leasing and coupon strip transactions Involving
Less: Fees and commission expenses - (313) (357) : i . I .
o special purpose partnerships in which the Group is the majority general partner. The Group does
Net fees and commission income _ » 1,377 1.348 not controf the partnerships and consequently they are not consolidated in the Group's accounts.
Dividend income from investments in securities . As at 30 June 2003, the Group's investments in such partnerships, which are included in “Other
- UD"Sted investments ) B A 11 assets” in the consolidated balance sheet, amounted to HK$389 million (31 December 2002:
Net gain from othgr investments in sg;untlas 156 70 HK$1,122 million). The Group’s investments in partnerships are amortised over the life of the
Net gain from foreign exchange activities 478 402 partnerships in proportion to the taxation benefits resuiting from those investments.
Net gain from other dealing activities 17 4 o X N )
Gross rental income from investment properties 128 137 The total assats and liabilities of the aforementioned partnerships are as follows:
Less: Outgoings in respect of investment properties {40) {44) - At At
Others 105 82 30 June 31 December
2,252 2,010 . 2003 2002
HK$'m HK$'m
Note:
. Assets 1,476 4,721
Fees and commission income C
(Unaudited) Liabilities _ 1,047 3,182
Hal:n\gg:‘; Haz;y::é The taxation on the Group's profit before taxation differs from the theoretical amount that would
30 June 30 June arise using the taxation rate of Hong Kong as follows:
2003 2002 (Unaudited)
HK$'m HKS'm Halt-year Half-year
ended ended
Bills and loans commissions 5§16 643 30 June 30 June
Payment services 151 | 138 : 2003 2002
Insurance 113 59 . ,
Securities brokerage 198 202 . HKs'm HK§'m
Asset management 82 75 Profit before taxation 3,245 4,211
Trust services 33 25 Calcufated at a taxation rate of 17.5% (2002: 16%) 568 674
Guarantees 20 22 Effect of differant taxation rates in other countries (23) (3)
Credit card 249 234 Income not subject to taxation {69) (39)
Others ) Expenses not deductible for taxation purposes 255 109
— Sale deposit box 84 82 Tax losses not recognised 2 2
— BOC cards 2 26 Temporary differances not recognised 160 3
— Dormant accounts 2 20 Over-provision In prior periods : . (718) (6)
— Sundry 214 179 Tax benefits {rom partnerships . — 1)
. 1,690 1,705 Share of taxation attributable to assoclates 1 (6)
. 7 733
3. Operating expenses Taxation charge 178
(Unaudited) . Dividend
- Half-year Half-year ' (Unaudited)
ended ended Half-year ended Halt-year ended
30 June 30 June 30 June 2003 30 June 2002
’ 2003 .2002 Per ghare Total Pershare Totat
" HKS'm HK$'m HK$ HK$'m HK$ HK$'m
Staff costs (including directors’ emotuments) Speciai dividend paid — - 0.183 1,938
— salaries and other costs 1,511 1,632 Interim dividend 0.195 2,062 - by
— termination benefit — 2 0.195 2,062 0.183 1,835
— pension cost 123 127
1,634 1761 At a meeting held on 5 September 2003, the Board declared an interim dividend of HK$C.195 per
! ! ordinary share for the first haif of 2003 amounting to approximately HK$2,062 miflion. This declared
Premisas and equipment expenses (excluding depreciation) dividend Is not reflected as a dividend payable.in these accounts, but will be reflected as an
-~ rantal of premises | . . 107 137 appropriation of retained earnings for the year ending 31 December 2003.
— information technology ~ 110 28 . Earnl h
— others 92 125 . arnings per share
309 260 The calculation of basic earnings per share is based on the consolidated profit attributable to
_shareholders for the first half ot 2003 of approximately HK$3,012 million (first half of 2002:
Depreciation on owned fixed assets - 322 359 HK$3,415 million, as restated) and on the ordinary shares in issue of 10,572,780,266 shares
Auditors’ remuneration 10 2 (2002; 10,572,780,266 ordinary shares).
Other operaling expenses 422 a7 _r . . . L. .
) - . Thers was no dilution of earnings per share as no potential ordinary shares were in issue for the
" 2,697 2,899 tirst half of 2003 (first half of 2002; Nil).
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7. (a) Advances and other accounts

At At
30June 31 December
2003 2002
HKS'm HK$'m
Advancss to customers ) 321,181 321,034
Accrued interest . 1,894 2,006
323,075 ° 323,040
Provision for bad and doubtful debts

— General (6,197) (6,363)
— Specific ) (8,973) (8,650)
(15,170} (15,013)
807,905 308,027
Advances lo banks and other financial institutions . 942 305
308,847 308,332

Non-performing loans are analysed as foliows:
4 At At
30 June 31 Decembar
2003 2002
HK$'m ) ‘HK$'m
Non-performing (oans 25,049 25,659
Specific provisions made in respect of such advances 8,452 ’ 8,637
As a percentage of total advances to customers 7.80% 7.99%
Amount of interest in suspense ’ . 388 408

NPLs are defined as loans and advances to customers on which interest is being placed in
suspense or on which interest accrual has ceased. Specific provisions were made after taking
into account the value of collateral in respect of such advances.

There were no advances to banks and other financial instittions on which interest has been
placed in suspense or on which interest accrual has ceased as at 30 June 2003 and 31
December 2002, nor were there any specific provisions made.

{b) Provisions for bad and doubtfu! debts

: 2003
« Suspended
Speclific General Total interest
HK$'m HK&'m HK$'m HK$'m
_ At 1 January 2003 8,650 6,363 15,013 408

Charged/ (credited) to profit . :

and loss account . 1,835 (166) 1,669 —_
Amounts written oft (1,732) - {1,732) (38)
Recoveries of advances written ’

off in previous years 220 - ©220 R
Interest suspended during

the period — - Lo—- . a0
Suspended intarest recovered - - -~ (72)
At 30 June 2003 . 8,973 6,197 15,170 388
Deducted from: . . .

— advances to customers 8,973 6,197 15,170 -

2002
Suspended
Specific General Total interest
"HK$'m ‘HK$'m HK$'m HK$'m

At 1 January 2002 . 10,621 6,541 17,162 810
Charged/ (credited) to profit and )

loss account . ;3.033 (178) 2,858 _—
Amounts written off (3,228) : — (3,229) (37}
Recoveries of advances written )

off in previous ysars - 904 — 904 —
Amounts written off on disposal (2,678) —_ - {2,679) -
interest suspgnded during .

the year . -_ - —_ 298
"Suspended interest recovared - - — — - (481)
At 31 December 2002 . 8,650 6,363 15,013 408

Deducted from:
— advances to customers 8,650 6,363 15,013

8. Other accounts and provisions

At At
30 June 31 December
2003 2002
HKS'm HK$!m
Interest payable_ o 815 1,167
Current taxation {Note 9(a)) : 924 544
Deferred taxation (Nots 9(b)) 446 328
Restructuring provision {Note) 649 . 649
Accruals and other payables 20,016 15,019
. 22,850 17,707

Note: .

Restructuring provision

At At
30 June 31 December
2002 2002
HK$'m HK$'m
At 1 January L 648 666
Utilised during the period/ year —_ {17)
: . 649 649

The restructuring provision was made in relation to the restructuring and merger of the Group,
which mainly represented the stamp duty payable that arose from restructuring activities of the
Group.

9. Taxliabllities

At At
30 June 31 December
2003 2002
HK$'m HK$'m
Current taxation (Note a) . 924 544
Defarred taxation (Note b} 446 328
1,370 872
(a) Current taxation
. At At
30 June 31 December
2003 2002
HKS'm HK$'m
Hong Kong profits 1ax a14 531
Overseas taxation : 10 13
’ ' 924 544

(b) Deferred taxation

In the current period, deferred tax is recognised in respect of the temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the accounts
according to revised SSAP 12. The adoption of the revised SSAP 12 represents a change in
accounting policy, which has been applied retrospectively so that the comparatives presented
have been restated to conform to the changed policy.

The mapor componems of deferred tax assets and liabilities recorded Jn the consolidated
balance sheet, and the movements during the first half of 2003 showing the |mpac1 of the
adoplion of revised SSAP 12, are as lollows:

2003
Accelerated Other
tax Asset temporary
depreclation revajuation Losses Provisions ditferences Total

. HKS'm HK$'m HKS'm HK$'m HKS'm HKS'm
A1 January 2003, as '

previously reported 1" - - - - 1
Eifect of adoption of SSAP 12 .

{revised) 236 1,043 (@ (1,009) 2 210
At 1 January 2003, as restated 7 1,043 (2 {1,008) 2 281
{Credited)/chargsd to profit and

loss account 4 (31) - 204 © 160
Credited to squity | - {8 - - - )
AL 30 June 2003 o3 1006 (2 (805) 6} 435

2002
Accelerated Qther
tax Asset temporary
depraciation  revaluation Losses  Provisions  differences Total
HKS'm HK$'m HK$'m HK$'m HK§'m HK$'m
AL January 2002, as

praviously reported 8 - - - - 8
Effact of adoption of SSAP 12

(revised) . 197 1,230 4 (1,039) @ 382
A1 January 2002, as restated 208 1,230 {4) (1,039) 12 390
Charged/(credited) to profit and

loss account 38 {188) 2 0 4 (114)
Acquisition of a subsidiary 3 - - - - 3
Charged to equity . - 2 - - - 2
Al 31 December 2002,

as restated 247 1,043 (2) (1,009) 2 281
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are shown in the consolidated balance sheet:

Delerred tax assets (Note)
Deferred tax liabilities

Note: The amounts have been included in “Other assets”.

Deferred tax assets to be recovered after more
than twelve months

Dsferred tax liabilities to be settled akier more
than twalve months

10. Share capital

Authorised: .
20,000,000,000 ordinary shares of HK$5.00 each

- Issued and fully paid:
10,572,780,266 ordinary shares of HK$5.00 each

11.Reserves

. Premises revaluation reserve
Transiation reserve
Retained earnings

12. Maturity profile

Deferred tax assets and Iiabilities are offset on an individua! entity basis when thers is a legal .
right to set off current tax assets against current tax liabilities and when the deferred taxation
relates to the same authority. The following amounts, determined after appropriate offsetting,

At -

At
30 June 31 December
2003 2002
HK$'m HK$'m
i) (47)
448 328
435 - 281
At At
-30June 31 December
2003 2002
HK$'m HK$'m
{824) (1,028)
259 262
(565) (767)
At At
30 June 31 December
2003 2002
HK$'m HKS'm
100,000 100,000
52,864 52,864 ‘
At At
30 June 31 Dacember
2003 2002
HK$'m HK$'m
56 99
2 (@)
4,449 3,710
4,503 3,807

* A30 June 2003

The maturity profile of assets and liabilities analysed by the remaining pericd as at 30 June 2003
and 31 December 2002 to the contractual maturity dates is as follows: :

1 year § years
Repayable T .orless or less
3 on 3 months  butaver  but pver Over .
demand ot less 3 months tyear  Syears Undated Totat
HK$'m HK$'m HK$'m HKS'm HES'm HK$'m HK$'m
Assets
* Treasury bills - 16,699 2,428 - - - 19,127
Cash and other ! .
short-term funds 6,615 £9,088 - - - - 75,703
Piacements with banks
* and cther financial -
institutions 15 73,858 17,815 - - it 91,668
Certificates of depesil held - 4,755 4,268 8,573 198 - 18,785
Debt securities included in: -~
— held-to-maturty
securities - 9,008 9,233 67,650 6,863 45 92,897
— other investments in
securities - 13,847 8,819 50,272 1,625 - 74,563
Advances lo customers 24,093 19,645 27,319 128,077 96,867 25,180 321,181
Advances to banks and . L '
. other financial institutions - 1 1 5§50 390 - 942
Liabilities R .
Deposits and balances of -
banks and other
financial institutions 4,790 31,222 2,473 - - - 38,485
Deposits from customers 248,830 317,644 17,333 328 - -~ 58535

At 31 December 2002

1 year 5 yeais
Repayable or less or lBss
on J3months  butover  butover’ Over
demand orless 3 months 1 year Syears  Undated Total
HK$'m HK$'m HK$'m HK$'m HK$'m HKS'm HKg'm
Assels i
TreasLry bills - 12,567 1,504 - - - 14,0
Cash and other
short-term funds /1 5.007 95,897 - - - - 101,004
Placements with banks  ~
and other financial
institutions 21 72,410 7.727 - - - 80,159
Certificatas of depasit hetd - 1,921 6,589 8,824 194 - 17,528
Debt securities included in:
— held-to-maturily
securities - 11,565 12,798 65,763 4,084 78 94,268
~ cther invesiments in N
securities - 15,919 6,068 39,178 3,044 -~ 64,209
~ Advances fo customers 26,979 17,472 25,702 124,813 100,533 25,835 321,034
Advances 1o banks and ’
other financial institutions - 1 1 303 - - 305
Liabtities
Deposits and balances
of banks and other
financial institutions 4,164 25,403 390 - — - 29,857
Deposits from customers 228,103 350,232 22215 427 — ~ . 600,877

The above maturity classifications have been prepared in accordance with the guideling on
“Financial Disclosure by Locally Incorporated Authorized Institutions” under the Supervisary Policy
Manual issued by the HKMA. In accordance with the guidsline, the Group has reported assets
such as advances and debt securities which have been overdue for not more than one month as
“Repayable on demand” and assets which are non-performing or which are overdue for more,
than one month as “Undated”. In the case of an asset, which is repayable by different payments
or instalmants, only-that portion of the asset that Is actually overdue Is reported as overdue. Any
part of the asset that is not dus is reported according to the residual maturity unless the repayment
of the asseét is in doubt in which case the amount is reported as “Undated”. The above assels are

stated before deduction of provisions, if any.

The analysis of other investments in securities by remaining period to maturity is disclosed in
" order to comply with the guideline on “Financial Disclosure by Locally Incorporated Authorized
institutions” under the Supservisory Policy Manual issued by the HKMA. The disclosure does not

imply that the securities will be held to maturity.

13.0H-balance sheet exposures

(a) Contingent llabilities and commitments

The following is a summary of the contractual amounts of @ach significant class of contingent

liabilities and commitmants:

Direct credit substitutes

Transaction-related contingencies

Trade-related contingencies

Other commitments with an orlginal maturity of:

—- under one year or which are unconditionally cancelfable

— ong year and over

(b) Derivatives

The following is a summary of the notional amounts of each significant l}pe of derivative:

At At

30 June 31 December
2003 2002
HK$'m HK$'m
2,317 3,839
4,067 2286
15,626 16,408
77,965 . 75,844
54,457 64,402
154,432 162,780

At 30 June 2003 At 31 December 2002
- Trading Hedging Total Teading Hedglng Total
. HK$'m HK$'m HKS'm HK$'m HK$'m HK$'m
Exchange raté conlracts
Spot 24,598 - 24,598 13,697 - 13,697
Forward and futures contracts M .- m 224 - 224
Swaps © 164,892 5,935 170,827 179,544 6,082 185,626
Foreign exchange option
contracts
— Currency options
purchased 1,174 - 1,174 622 - 822
— Currency options written 27472 - 27472 28,633 — 28,833
. 219,107 5,935 225,042 222,720 6,082 228,802
Interest rate conracts
Interest rate swaps 18 20,194 20,272 228 20,055 20,283
Interest rate fulures 156 - 156 - - -
23 20184 ° 20428 228 20,055 20,283
Bullion contracts i
- Buliion contracts -687 - 687 © 719 - 778
— Gald options purchased § - 5 - - -
— Gold options written 6 - § — — -
699 - 638 778 = 779
Equity contracts
— Equity options purchased 1,088 - 1,058 975 - 915
— Equity options written 764 - 764 873 - 873
. 1,819 - 1,819 1,848 - 1,848
Other contracts
— Bond options purchased 780 - 780 - - -
— Bond options written 780 - 780 - - -
1,560 - 1,560 = - -
Total 223,418 26,129 249,547 225,575 26,137 251,712

The trading transactions include positions arising from the execution of trade orders from

* customers or transactions taken to hedge those positions.




© ©-30

__ NOTICES ‘—

The Standard Saturday, September 6, 2003

(page 8}

Nel inferest income . 4,987 1,275 322

R E (R HR AT

BOC HONG KONG (HOLDINGS) LIMITED

The replacement costs and credit risk weighted amounts of the above off-balance sheet exposures,
which do not take into account the effects of bilatéral netting arrangements are as follows:

At At At At
30 June 31 December 30 June 31 December
2003 2002 2003 ! 2002
Cred!t risk welghted amount Replacement cost
HK$'m HK$'m HK$'m HKS'm
Contingent liabilities and

commitments 31,942 45,936 N/A N/A

Derivatives: ’ .
— Exchange-rate cantracts 647 508 1,294 870
— Interest rate contracts . 50 ‘60 76 120
— Butlion contracts 4 .5 10 13
- = Equity contracts 31 33 13 17
— Other contracls 1 -~ 3 -
733 894 1,396 1,020
Total 32,675 46,630 1,396 - 1,020

. The contract or notlonal amounts of these'instruments indicate the volume of transactions

outstanding as at 30 June 2003 and 31 December 2002;‘th€y do not represent the amounts
at risk. ' A .

The credit risk weighted amounts are the amounts that have been calculaled in accordance
with the Third Séhedule of the Banking Ordinance and guidelines issued by the HKMA. The
amounts calculated are dependent upon the status of the counterparty and the. maturity
characteristics of each type of contract. . ’

Replacemant cost is the cost of replacing all contracts that have a positive value when marked
to.market (should the counterparty dafault on its obligations) and is obtained by marking

contracts to market, Replacement cost is a close approximation of the credit risk for these

contracts at the balance sheat dates.

14, Segmental reporting ' ‘
{a) By class of business

Half-year ended 30 June 2003

“Commercial .
banking Treasury  Unallocated Subtotal Eiiminations Consoelidated

HK$'m HK$'m HK$'m HK$'m HK§'m HKS'm

6,584 - 6,584

Other operating income 1,445 B3 422 2,508 (28) 2,252
Operating income . 6,432 1,914 744 4,080 (254) 8,836
Operating expenses (2,130} 82) (139) {2951) 254 (2,697)
Operating profit before ' i

provisions 4,302 .. 1,832 5 8,139 .- 6,139
Charge for bad and . i P

doubtiul debls {1,669) - - {1,869) - (1,669}
Operating profit after provisions 28633 1,832 5 4,470 - 4,470
Het loss from disposalf

revaluation of fixed assets - - {1,261) (1,241} C - {1,241)

Net gain from disposal of

hetd-to-maturity securities

and investment securities - - 1- 1 - 1
Wiite-back of provision for

impairment en held-lo-maturity

securitles and investment .

securities - 19 1 20 - 20
Net loss on disposal of )

a subsidiary ‘ - - 1) (1) - (1)

Write-back of provision for
impalrment on invesiments

in associates - C- [ 6 - §
Share of net fosses of associates - - {10) (10) - (10}
Profitf{loss) betore taxation 2,633 1,851 (1,239) 3,245 - 3,245
Assets
Segment assets 313,248 403,275 18,459 734,983 - 734,983
tnvestments in assoclates - - Ws 389 - 398
Unatlocated corporate assets - - 12 ©om T - 112
’ 313,249 403,275 18,870 735,494 - 735,494
Liabititles
Segment liabilities » 698,742 75,786 192 §74,730 - 674,730
Unallocated corporate liabilities - - 2,280 2,280 - 2,280
598,742 75,786 2472 677,010 - 677,010
Other information i
Additions of fixed assets - - P 20 B 40
Depregiation - - 322 1322 - 322
Amortisation of premium/ :
discount of held-to-maturity B
secrities - 348 - 348 - M
Non-cash expenses other than . '
depreclation/amorlisation 1,669 - - 1,669 - - 1,669

{Unaudited)
Half-year ended 30 June 2002

Commercial

banking .Treasury  Unaliocated Sublotal  Efiminations  Consolidated

HKS'm HK$'m HK§'m | HKS'm HK$'m HKSm

Net interes! income '5,487 1,030 384 6,891 —_ 6,891
Other operating income 1,456 .47 . s 2,29 (288) - 2010
" Operating income 6,953 1,487 747 9,187 (288 8,901

Operating expenses (2,260} {88) (837) {3.185) 28 (2899}
Operating prefit/{loss) betore

provisions 4,693 1,399 (90) 5,002 - 6,002
Charge for bad and

doubtiul debis T (1,766 - - (1,766} - (1,766)
Operating profit/{loss) after ' .

provisions . 2,927 1,399 {90) 4,236 - 4236
Net gain from disposal of .

fixed assels - - 8 8 - 8

Net loss from disposal of ’ .

held-to-maturity securilies

“and investment securities - 2} - (2) - )
Provision for impairment on ’

held-lo-maturity securities

and investment securities - ) - (7) - t4]
Provision for impalrment on
investments in associates - - (30} (30} - (30}
Share of net prafits of assoclates - - [ [ .- [
Profit{loss) befors taxation 2927 1,390 - {106) 4,211 - 4211
Assets
Ssgment assets 308,853 406,116 20,724 735,803 - 735,803
Investments in associates - - 386 366 - 366
Unallocated corporate assets - <= 7 1686 1,666 - 1,666
308,963 406,116 22,756 737,835 - 737,835
" Liabilities ‘
Segment liabillties 621,777 57,688 2,253 681,718 - §81,718
Unallocated corporate liabilities - - 1786 - 1,786 - 1,786
821,777 57,688 4,039 683,504 - 683,504

Other {nformation
Additions of fived assets - - 26 2 - 26

.. Depreciation - - 35¢ 359 - 359

Amortisation of premium/
discount of held-to-maturity

securities - 651 - 651 - 654
Non-cash expenses other than
depreciation/amortisation - 1,766 - - 1,766 - 1,766

Commercial banking business includes acceptance of deposits, mortgage lending, credit card
advances, remittance, provision of securities brokerage and insurance agency services,
commercial lending, trade finance and overdraft facitities.

Treasury actlvities include mohey market, forelgn exchange dealing and capital market
activities. Treasury manages funding of the Group. Treasury provides-funding to all other
business segments and receives funds from commarcia! banking’s deposit taking activities.
Thase in(ar-seg‘menl funding transactions are priced either at market bid/offer rates as
appropriate or at an internal funding rate as determined by the average funding requirements
of other business segments and the average one-month interbank.rates of the relevant financial
period. In addition, the gains andlosses on the foreign exchahge activitles of the Group are
included under “Treasury”, The profit and loss information presented in this note has besn
preparéd using-inter-segment charging/income transactions. The_segmental assets and
liabilities h'ava not been adjusted to reflsct the effact of inter-segment borrowing and tending
(i.e. segmental profit and loss information is not comparable to segmental assets and liabilities
information}.

Unallocated items mainly comprise fixed assets of the Group, investment securities,
investments in associates and other items that cannot be reasonably allocated to a specific
business segment. The interast banefit of the capital of the Group is also included as
unallocated within net interest income. Rental expenses are allocated to business segments
based on a fixed rate per square footage occupied.

Operating expensas of a functiona! unit are allocated to the relevant business segment that is
the predominant user of the services provided by the unil. Operating expenses of other shared
services, which cannot-be allocated to a specific business sagment, are included under
“Unallocated”. :
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{b) By geographlcal area

No geographical reporting Is provided as over 90% ot the Group's revenues are derived from
Hong Kong and over 90% of the Group's assets are originated from business decisions and
operations based in Hong Kong.

IS.Comparati\}e figures

As further explained in Notes 4 and 9 to the accounts, due to the adoption of SSAP 12 (revised)
“Income taxes” during the current period, the presentation of certain items and balances in the

«amounts have been reclassified to conform-to lhe current period's presentation.

Unaudited \Supple‘mentary Financial Information

1. Capital adequacy ratio - .

The CAR is compuiéd on the consolidated basis that comprises the positions of BOCHK and
certain subsidiaries specified by the HKMA for its ragu\atory purposes and in accordance with
the Third Schedu\e of the Banking Ordinance.

The ad]usled CAR tak]ng into account market risk exposure as at the' balance sheet date is
computed-in accordance with the guideline on ‘Maintenance of Adequate Capital Against Market
Risks™-under the Supervisory Policy Manual issued by the HKMA and on the same basis as for
the unad]usled CAR.

2. Components of capital base after deductlons

The consolidated capital Base‘aner deductions used in the calcuiation of the -above capital
adequacy ratios as at 30 June 2003 and 3t December 2002 and reponed to the HKMA is-analysed

Prior year comparatives have not been restated on adoption of SSAP 12 (revised) “Income
taxes”.

" 3. Liquidlty ratlo

Halt-year

Hali-year

R . ended ended

30 Jurie 30 June

2003 2002

Average liquidity ratio . 37.93% 41.26%

The average liquidity ratios for the half: year ended 30 June 2003 and 30 June 2002 are ca\cu|a\ed
as the s|mp\e average ot each calendar month’s average llquwdny ratio of BOCHK for me period.
The liquidity ratia is computed on the solo basns (the Hong Kong offlces only) and is'in accordance
with the Fourth Schedu!e of the Banking Ordinance.

accounts have been revised to comply with the new requirements. Accordmgly, certain comparative -

. - - At At

. N 30 June 31 December

2003 2002

Capital adequacy ratio 14.66% 13.99%
Adjusted capital adequacy ratio - 14.87% 14.39%

5. Segmental information

2002, . -

as (oﬂows
At - At |
- T T T T . . 30 June ~ "31 Detember -
: . -2003
- . ) ' HKS'm - HK$'m.
: Core capital: . )
Paid up ordinary share capital 43,043 43,043
Reserves - 10,452 '8,087
Profit and loss account . . 1302 . 2,360
Minority interests : . ‘892 . 867
55,689 - 54,357
Supplementary capitat: ' . _
General provisions for doubtful debts . 5,077 5,200
Total capital base before deductions 60,766 59,557
Deducnons .
Shareho!dlngs in subsldlarles or holding company {449) {482)
Exposures to cannected companies . (841) {918)
Equity investments of 20% or more in non-subsidiary .
companies - (117 {171y
Investments in the capitai of other banks or o o s
other financial institutions . N . (1)
_ . (1;408) (1,572)
Total capital base after deductions - 59,358, 57,985

4 Currency concentratlons

The following Is a summary of the major foreign currency exposures arising from-trading, non-
trading and structiral positions. The net option position is calculated based on the worst-case
approach set out in the prudential return “Foreign Currency Position” issued by the HKMA.

A130 June 2003

Equivatent in millions of HK$
Hew

Swlss Australlan

. U§  Pound Japanese Euro Zealand  Macau Renminbi
Dollass Smnlnu , Yen " Dolfars Franc * Doliars  Dollars  Pataca Yuan  Others Tolal
Spat assals 161,334 8618 1200 19666 146 19876 10,009 137 1,028 732 238,882
Spot lizbilities (132,231)  (14816)  (3002) {13,858 Ti8) (25782 (12482} (1) (750} (1,289) {214,047)
Forward purchases 114,186 5,850 13550 11,855" 8888 176N 7498 - - 5774 - 189,820
Forward sales (42654)  (3788) {22845) (19,957) _ (8358)  (11.824)  [4581) — — {1839 (18424
Nel options positian (647) 3 ) 2 - 216 178 - - 51 1
Het tongf{shott pusition {12 {120 143 {13n s 81 "l ) 18 m B 1w

A3 Dacember 2002
Equivaleat in millens of HKS
i - Row

US  Pound Japanese Eurd S_ﬂiés Austialian  Zealnd  Macau  Renminti
Dollars  Sterfing Yen y | Fac  ODolas  Dolars  Ptaca Yuan  Othess Total
Spol assefs 168,003 164 18227 16868 404 23585 11309 141 &1t 5476 253,225
Spot Eabilies (135565) (16.461)  (2595) (10753)  {03) (2nT88) (15.228) ) (28 (5548 (28078
Farward purchases 102549 12,188 14840 702 5758 8788 5,381 - C - 2076 158413
Fonward sales (130.885)  (474)  (30384) (13, 279) (5481) (4341)  (1,884) - - (70} {199,414
Nol options posiion (444 ht) - - 192 100 - - Ll 3

Net Iun@(sﬂoﬂ) pasition

There were no significant net structural positions for the Group as at.30 June 2003 and 31
December 2002, ' ’

(a) Sectoral analysis of gross advances to customers

- The information concerning gross advances to customers has been analysed into loans used
inside or_oulsme Hong Kong by industry sectors of the borrowers as follows:

TA At
30 June 31 December
2003 2002
HK$'m HK$'m
Loans for usa in Hong Kong
Industrial, commercial and financial ) .
— Property development 28,247 - 26,591
— PRroperty investment © 48,728 50,992
— Financial concerns . X 8,214 8,891
— Stockbrokers 84 82
- Wholesale a ail rade. 23,709 23,781
_'— Manutactorin 13,122 12,834
-— Transport and transpart aquipment 12,643 . 11,182~
-— Others 43,047 40,440
Individuals
~ Loans for the purchase of fiats‘in Home Ownership
Scheme, Private Sector Participation Scheme and
Tenants Purchase Schems . 18,890 19,956
— Loans for purchase of other residentlal properties 84,895 ‘85,853
— Credit card advances 3,385 3,554
— Others 7,950, - 8,469
Total loans for use in Hong Kong 292,914 292,635
Trade finance -9,195 8,873
Loans for use outside Hong Kong 19,072 19,526
Gross advances to customers 321,181 321,034 |

) Gsograpnlcal analysis of gross advances to customers, overdue advances and non-
’ performing loans

"The following geographical analysis of grdss advances to customers, advances overdue for
‘over three months and NPLs is based on the location of the counterpartiés, afier taking into
account the transfer of risk in respact of such advances where appropriate.

{i) Gross advances to customers . K co
At At

30 June 31 December
2003 " 2002
HK$’'m . HK$'m
Hong Kong 304,393 304,924’
Mainland China 7,094 . 4,458
Others . 9,694 . ©'11,654
’ 321,181 321,034

{ii} Advances overdue for over three months
. . At ‘At
30-June 31 December
2003 2002
HK$'m HK$'m
Hong Kong . 15,760 17,060
Maintand China . ) Q23 1,402
Others ‘ 145 163
o 16,828 18,625
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(lII)Non-peﬁormlng loans

At At

30 June: 31 December

2003 2002

R HK$'m - . HK$'m

Hong Kong o ' 23,525 23,653
Mainland China . ) 1,258 . 1,785
Others . o . 265 " 251

. 25,049 | 25,659

The information on cross-border claims discloses exposures-to foreign counterparties on which
the ultimate risk lies, and is derived according 1o the location of the counterparties after taking
into account any transfér of risk. In general such fransfer of risk takes place if the claims are
guaranteed by a party in a country, which is different from that of the counterparty or if the claims

.are on an overseas branch of a bank whose head oftice is l6cated in another country. Only
. regions constjtuting - 10% or more of the aggregate cross-border claims are analysed by

geographical areas and disclosed as follows:

Banks and
- other ~  Public
. , : financial sector
fnstitutions entities- . Others . Total

I HKSm  HKSm HKSm  HKSm
4130 June 2003 - ‘ . L

Asia, other than Hong Kong

{b) Other overdue assets

At A
. 30 June 31 Dacember
R . - 2003 - 2002
. HKS$'m HK$'m
Overduefor: ) :
— six months or less but over three months . 4 3
— one year or less but over six months . 2 1
i 6 - 4

As at 30 June 2003, other overdue assets represahted the accrued interest. -

* (¢) Rescheduled advances to customers

- At 30 June 2003 At 31 December 2002
- % of gross " % of gross
advances 10 advances to
Amount customers ° Amount Customers
_ v HKSMm - HKEm
F\esqhaduléd advances 0 custoniers ' 1,335 0.42% 1,464 0.46%

Advances with a spacific repaymeﬁ; dale are classified as overdue when the principal-or
" interest is overdue and remains unpaid. Advances repayable by regular instaimants are
classified as overdue when an instalment payment is overdue and remains unpaid. Advances
‘repayable on demand are classified as overdue sither when a demand for repayment has
-been served on the borrower but repayment has not been fade in accordance with the
instruction or when the advances have remained continuously outside the approved limit that
was advised 1o the borrower, '

Rescheduled adv_ances are those advances thal have been restructured or renagotiated

‘At 31 December 2002

Asia, other than Hong Kong . ’ ' N
~— Mainiand China ' . 36,489 2,665 5,428 44,580

—~ Others - . : 4078~ B.015 4,160 54,253
: ) 80567 8680 9,586 98,833
North America : : . E— N T T
— United States : C 8133 .- 10504 15703 - 34430
—Others - ) . 12,168 2647 W, 14819
20281 13241 15,117 49,249
Western Europe Lo - T
— France 28,623 - - 3372 31,985
— Germany : . 36,172 - 10,743 . 46915
— Others . 81,220 1,451 9,138~ 91,810
148,015 1,451 23,264 170,720
Total - . - 248,873 23372 48557 318,802

{a) Overdue and non-performing loans L . .
. At 30 June'2003 - | Al'31 December 2002

% of gross . " % of gioss
advances to - advances to
! . Amount customers Amount  customers
. Co ) HK$'m HK$'m
Gross advances to customers which have N . :
been overdue for: . .
- — six months or less but over thres months 1,852 0.61% . 2,240 » 0.70%
— one year or less but over six months .2,174 © 0.68% 3,486 1.08%
— over one year 12,702 3.95% 12,899 | 4.02%
Advances overdue for over three monins L 16,828 524% 18625 | 5.80%
Less:
Amount overdue for over three momhs and B B R "
on which interest is still being accrued . (158) - {0.05%) (550) (0.17%)
Adg: ! t *
Amount overdue for three months or less and on . . .
which interest is being placed in suspense or .
on which interest accrual has ceased - N
-— included In rescheduled advances . 1,319 .0.41% - 1,438 0.45%
— others 7,060 2.20% 6,148 - 1.91%
Gross nen-parforming loans . 25,049 . 7.80% 25850 °  7.99%

At 30 June 2003 and 31 Decamber 2002, there were no advances 1o banks and other flnancnal
msmu\lons that were overdue for over three months,

= gg:g‘,?d China ' . g;’gg; L 2,323 . i’ggg g’:gg " because of a deterioration in the financial position of the borrawer or of the inability of the
- > — = . borrower to meet the original repayment schedule nd for.which the revised repayment terms,
75,285 4,761 12,801 90,947 either of interest or of rapayment period, are non-commercial. Rescheduled advances, which
North America - have been overdue for more than three months under the revised repayment terms, are
— United States . 9,081 o 15,143 17,563 0,787 included under overdue advances. Rescheduled advances are stated after deduction of
— Others . . . 14,879 - 2,865 N 17,255 accrued interest that has been charged to customars but accrued toa suspanse account and
N . 23,460 18,008 17,574, . 58,042 betore deductron of specitic provisions. . . . ;
- Westerh Europe - . — - . . B
-~ Franca . ) 30,858 - 2,837 33,695 _A§ at 30 JL{ne 2(}03. anq aj December 2002, there were no reécheduled advances to banks
— Germany 37,448 — 6,231 43679 -and other financial institutions.
— Olhers , 85,248 . 886 11,405 97,548 Pﬂ p o assets held N
’ ) 153,554 835 20473 | 174373 At At
. - - 30 June 31 December |
Total - 252,299 21,665 50,948 324,912 2003 2002
Banksand . . ‘ ) HKS'm HKS'm
Lo - other Public ) . L
financial * sector Repossessed assets held : - R 1,703 2,097
- . instituions - entities . Others “Total ' a 2
- : Repossessed assets are properties of securities.in respect of which the Group has acquired.
HK§'m HKE'm HK§'m HK$'m 5

access or control {e.g. through court proceedings or voluntary actions by the borrowers concerned)

"for.release in-full or in part.of the obligations of the borrowers. Upon repossession of the assats,

the related loans and advances will continue'to be recorded as loans and advances until ail

coliection eftorts have been-exhausted and the repossessed asgets are realised, Specitic -

"provisions-will be made after'taking intc account the market valug of the repossessed assats

.which-are yet to.be disposed. Upon disposal of thé repossessed assets, any specific provssmns
R previously mads will be utilised to write off the |oans and advances.

. Rlsk management

Overview

Management of risk is fundamental to the business of the Group and is ari integral part of its
strategy. The principal types of risk Inherent in the Group’s business inciude credit risk, market
nsk (mcludmg interest rate and exchange rate risk), liquidity risk and operatlonal risk. The Group’s .
fisk management goal i5 to maximise its long-term risk-adjusied return on capital, reduce the
wide volatility in earnings and increase shareholder vaiue, while maintaining its risk exposures
within acceptable limits. . -

Risk Manaéement Structure |

BOCHK's risk management policies arg des\gned to identify-and analyse credit risk, market risk,
liguidity risk and-operational risk, to set appropriate risk limits, and to continually monitor these
risks and limits by means of administrative procedures ang information systems. BOCHK
continually modifies and enhances its risk managemem policies and procedures to reflect changes

. in markets and products.

Yo .achieve BOCHK's nsk management goals, BOCHK established, in connection with its
reorganisation, a more centralised, independent and comprehenswa risk management structure
that involves the following elements:

— a standardised corporate governance structure to provide active oversight.and pamcrpanon
by the Board, committees and senicr management;

|-

reporiing lines that are independent of BOCHK’s Strategic Busingss Units (*SBUs");

— uniform risk managsment policies, procedures and limits by which BOCHK identifies,
. measures, monitors and controls inherent risks; f

- improved risk measuremem _monitdring and managemem |ntormal|on systems 10 support
busmess activities and risk management and

— clearly de!med risk' management responsibifities and accountability.

BOCHK has developed and implemented comprehensive risk management policies and
procedurgs to identify, measure, monitor and control cradit risk, market risk, llquidity risk and
operational-risk across the organisation. The Risk Management Committee (“RMC” ") under the

-Board is vesponsxble for. approving risk management policies and procadures and significant

asset and liability management pol|c1es proposed by the Asset and Liability Management *
Committee (*. ALCO')
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Each SBU is responsible for the implementation of appropriate policies, procedures and controls in
relation to risk management. Our Chief Risk Officer (“CRO") oversees and monitors the operations
of the Risk Management Department and reports directly to the AMC. Our CRQ is also responsible
for assisting the Chief Executive on the bank-wide credit risk, market risk and operational risk
management and submitting to the RMC the independent risk management report each month.

Our Chief Financial Officer (“CFO") has oversight responsibilities for the soundness of the Group’s
capitatisation and earnings. in addition, our CFO, with assistance of the Treasurer, monitors the
bank-wide interest rate risk and liquidity risk and reports the financial position of the bank relating
to interest rate risk and liquidity risk to the ALCO and the RMC on a reguiar basis.

BOCHK's pringipal banking subsidiaries, Nanyang Commercial Bank, Limited and Chiyu Banking
Corporation Limited, also face the same types of inherent business risks and they adopt consistent
risk management sirategies and policies as BOCHK. These subsidiaries execute their risk management
strategy independently and functionally report to BOCHK's managsment on a regutar basis.

Purchase, Sale or Redemption of the Company’s
Shares

During the period under review, neither the Company nor any of its subsidiaries has
purchased, sold or redeemed any of the Company’s shares,

Directors’ Rights to Acquire Shares

On 5 July 2002, the tollowing directors were granted options by BOC Hong Kong (BVI)
Limited (“BOC (BV!)"), the immediate holding company of the Company, pursuantto a
Pre-Listing Share Option Scheme to purchase from BOC (BVI) an aggregate of
13,737,000 existing issued shares of the Company at a price of HK$8.50 per share. The
option shares represent approximately 0.13% of the Company's issusd share capital as
at the date of grant and as at 30 June 2003. None of thess options may be exercised
within one year from 25 July 2002. These options have a vesting period of four years
from 25 July 2002 with a valid exercise period of ten years. 25% of the number of shares
subject to such options will vest at the end of each year. No offer to grant any options
under the Pre-Listing Share Option Scheme may be made on or after 25 July 2002, the
date on which dealings in the Company's shares commenced on the Stock Exchange of
Hong Kong Limited (“Stock Exchange”).

Particulars of the options granted to the directors under the Pre-Liéting Share Option
Scheme are set out below: .

Number of share options

Exercise Balances as  Exercised Surrendered Lapsed Balances as
price Exercisable  Grantedon at1danuary duringthe duringthe  duringthe  at 30 June
Date of grant  (HKS) period 5 July 2002 2003 period period period - 2009
SUNChangi - SJty2002 850  250uy200310 1590600 1,580,600 To- - -~ 1,590,800
4 luly 2012 R :
HE Guangbei 5 July 2002 850  25Juy2003f0 1,446,000 . 1,446,000 - - - 1445000
4July 2012
PING Yue 5 Juty 2602 850  25Uly2003i0 1446000 1446000 - - ~ 1446000
4y 2012 .
HUAQingshan  SJuy 2002 850 25Juy200310  1,446000 1445000 C- - = 1445000
4y 2012
L Zachang 5 Jduty 2002 850 BJuly2003t0 1446000 1,445,000 - - - LA48.000
T ddly 2
ZHOU Zziqun § July 2002 850  BJly2003te 1446000 1446000 - - - - 1448000
fly 2012 .
ZHAMG Yanling S July 2002 B30 BahA0ile  1LME00 1445000 - - - 1446000
Ay 2082 :
LIU Mingkang' ~ SJuy 2002 850  25Juy2003te 1735200 1735200 - 1735200 - -
4 duly 2012
LU Jinbao* Sly2002 850  2SAy2003te 1735200 4735200 - - - L%
¢ July 202
Tolat: 13,737,000 13,737,000 - 1735200 ~ 12,001,800

*  Resigned with effect-from 28 May 2003.

According to the terms of the Pre-Listing Share Option Scheme, these options will remain
exercisable before the expiration of three months after Mr. Liu's cessation as an employee of the
Group and of BOC or any of its subsidiaries.

Save as disclosed above, at no time during the period was the Company or its holding
companigs, or any of its subsidiaries or fellow subsidiaries a party to any arrangements
to enable the directors to acquire benefits by means of the acquisition of shares in, or
debentures of, the Company or any other body corporate.

Direétor_s’ Interests in Shares, Underlying Shares and
Debentures

Save as disclosed above, as at 30 June 2003, none of the directors of the Company had
any interests or short positions in the shares, underlying shares or debentures of the

Company or any associated corporation {within the meaning of Part XV of the Securities
and Futures Ordinance, Chapter 571 of the Laws of Hong Kong (“SF0")) as recorded in

the register required to be kept-under section 352 of the SFO or as otherwise notified to -

the Company and the Stock Exchange- pursuant to the Mode! Code for Securities
Transactioris by Directors of Listed Companies.

Substantial Interests in Share Capital

The register maintained by the Company pursuant to section 336 of the SFC recorded
that, as at-30 June 2003, the following corporations had interests (as defined in the
SFQ) in the Company set opposite their respective names:

Number of
shares interested

% of total

Name of Corporation Issued shares

BOC 8,090,852,266 76.53%
BOC Hong Kong (Grroup)

Limited ("BOCHKG") 8,072,852,266 76.36%
BOC (BVI) ’ 8,072,852,266 76.36%
Note:

BOC (BVI) is a wholly owned subsidiary of BOCHKG, which in turn is a wholly cwned
subsidiary of BOC. Accordingly, BOCHKG and BOC are deemed to have the same
interasts in the shares of the Company as BOG (BVI) for the purpose of the SFO.

All the interests stated aliove represent long positions. Save as disciosed above, as at
30 June 2003, no other interests or short positions were recorded in the register
maintained by the Company under section 336 of the SFO.

Compliance with the guideline on “Interim Financial
Disclosure by Locally Incorporated Authorized
Institutions” '

The accounts for the first half of 2003 fully comply with the requirements set out in the
guideline on “Interim Financial Disclosure by Locally incorporated Authorized Institutions”

-under the Supervisory Policy Manual issued by the HKMA.

Compliance with the Code of Best Practice of the
Rules Governing the Listing of Securities on the Stock
Exchange of Hong Kong Limited (“Listing Rules”)

The directors confirm that save and except that Independent Non-axecutive Diractors
are not appointed for a specific term but are subject to retirement by rotation and re-
glection at Annual General Meetings of the Company in accordance with the Company's
Articles of Association, the Company has complied with the Code of Best Practice as set
out in Appendix 14 of the Listing Rules throughout the period ended 30 June 2003.

- Interim Dividend

The Board declared an interim dividend of HK$0.195 per ordinary share for the first haif
of 2003 on 5 September 2003 amounting to approximately HK$2,062 million, payable on
Thursday, 9 October 2003 to shareholders whose names appear on the Register of
Members of the Company on Tuesday, 30 September 2003.

Closure of Register of Members

The Register of Members of the Company will be closed, for the purpose of determining
shareholders’ entitlement to the interim dividend, from Wednesday, 24 September 2003
to Tuesday, 30 September 2003 (both days inclusive), during which pericd no transfer of
sharas will be registered. In order to rank for the interim dividend, shareholders should
ensure that all transfer documents, accompanied by the relevant share certificates, are
lodged with the Company’s Share Registrar, Computershare Hong Kong investor Services
Limited, at Rooms 1801-5, 19th Floor, Hopewell Centre, 183 Queen's Road East, Hong
Kong, not later than 4:00 p.m. on Tuesday, 23 September 2003.

Publication of Detailed Results Announcement on
Stock Exchange’s Website

A detailed results announcement éontaining all the information required by paragraphs

45(1) to 45(3) of Appendix 16 to the Listing Rules will be published on the websites of
the Company (www.bochkholdings.com) and the Stock Exchange {(www.hkex.com.hk) in
due course.

By Order of the Board
Jason C. W. Yeung
. Company Secretary
Hong Kong, 5 Saptember 2003 / .
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The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this announcement, makes no representation as {o its accuracy or compleleness and expressly
disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this announcement.

PEREFEER)ER AT

BOC HONG KONG (HOLDINGS) LIMITED

(Incorporated in Hong Kong with limited llability under lm-; Companies Ordinance)

(the “Company”)

- " ANNOUNCEMENT

REPORT OF THE SPECIAL COMMITTEE
on ,
Corporate Governance, Credit Approval Process,
Risk Management and Internal Control Mechanisms
of .
Bank of China (Hong Kong) Limited

i

Report” are reproduced below, for information of shareholders and |rwestors

The Special Committee has completed its review of the corporate governance, credit approval process and risk management and internal control mechanisms of the Bank. The
section entitled “Summary of findings and recommendations” from the Report of the SpeC|aI Committee together with a “Statement by the Board on the Special Committee's

The full report of the Special Co_mmxttee will be published and will also be posted on the Company’s website at www.bochkholdings.com.

Introduction

This announcement is made by the Company pursuant to paragraph 2 of the Listing
Agreement. :

As stated in the Company’s announcement dated 17th June, 2003, the remit of the Special
Committee is “to review the credit approval, risk management and internal control
processes of BOCHK, as well as the effectiveness of the high leve! controls exercised
over these matters by the Board” including the circumstances surrounding the approval
of the New Nongkai loan, and report to the Board through the Audit Committes. KPMG
-and Moores Rowland wére also engaged to undertake a review on BOCHK under Secnon
59 of the Banking Ordlnance

Summary of findings and recommendatlons of the
Special Committee

The Special Committee has completed its review of the corporate governance, credit
approval process and risk hanagement and internal control mechanisms of the Bank.
The Section entitied “Summary of findings and recommendations” from the Report of
‘the Special Committee is reproduced below forthe information of shareholders and
investors,

“The Committee submits the following findings and recommendations to the Board,
through-the Audit Committee!

(I} Current state of the New Nongkal loan (“the loan”)

¢ The bridging loan was HK$1.77 billion (which was the final amount drawn from
a facility of HK$2.107 billion), of which HK$1.03 billion has been repaid, leaving
HK$740 million outstanding as at 30 June 2003;

«  As collateral for the outstanding loan, the Bank has a first /ega) charge over
75% of the shares of Shanghai Land;

«  Receivers have been appointed to Shanghai Land, and there is HK$1.2 billion
in a deposit in the name of the Receivers with the Bank. It Is understood that
the company has minor liabilities which could be applied against this deposit;

*  The Special Committee is satisfied that active steps are being taken for recovery.
The loan was assessed by Moorgs Rowland as part of their 5.59 Review. They
recommended that, as at 31 May 2003, a loan classification of “special mention”
and, consistent with that, made no recommendation for a specific provision.
However, the loan is currently classified by the Bank as “substandard”, and a
spacific provision of HK$126 million has been made. PwC has concurred with
this level of specific provision, included in the audited accounts for the six months
ended 30 June 2003.

(il} Errors of judgment

.+ The loan was granted according to the procedures and delegated authorities
then applicable. Though large, it was not a loan which required Board approval,
- and therefore would not.have come to the Board's.attention until circumstances

so required eg were it to become non-performing;

¢ Asfar as we could determine, the procedures were followed, but in cur opinion
the judgrnents surrounding the making of the loan were faulty:

«  Although the risks were identified at the start, they were not adequately
addressed in the following respects:

«  The Bank never obtained sufficient information on Mr. Chau to be able-
to know his net worth and assess its accessibility; ’

»  Inorder to be repaid, the Bank relied on payments to be made dgainst
asset injections to be arranged by Mr. Chau into Shanghai Land, which
depended on his good faith and honesty, and on the ability of Mr.
Chau and Shanghai Land to comply with Hong Kong Stock Exchange
Listing Rules;

« ..The Bank accommodated Mr. Chau's request not to take mortgage
rights over propertigs available for injection into Shanghai Land, based
on his representations that the injection of properties so morlgaged
might be deemed as “connected transactions”. The Bank was thereby
put into the position of having to rely on Shanghai Land shares as
collateral, coupled with complex and resource intensive loan
administration arrangements to protect the value of these shares, by
ensuring that there was no dissipation of Shanghai Land'’s assets or
accumulation of fiabilities. This further increased relidnce an Mr. Chau's
good faith and honesty, since no foolproof protection system could be
devised;

. The bank officials involved in processing the /oan’showed lack of
sensitivity {0 issues involved in compliance with the Listing Rules.
Although the onus was on Mr. Chau through his professional
intermediaries to do so, and bank officials did make it an express
condition in the loan documentation that Mr. Chau should comply, there
was always a risk that there would be public speculation that the Bank
may have facilitated the evasion of the Listing Rules, whethar or not
thers was evasion. Because of client confidentiality, the Bank would

_find it difficult to defend itself in pubfic.

»  The Bank was thereby exposed to both credit and reputational risk
disproportionate to the rewards deriving from the loan;

»  The loan having been made, its subsequent management has been
satisfactory, although costly. It has been intensively monitored by
management, and as the foan was performing. until Mr. Chau’s
disappearance and the appointment of Receivers to Shanghai Land, thers
was no cause for the Board to become involved until that stage.

(iil) Who was responsible

+  Onthe svidence available to the Special Committes, it found no cause to befieve
that the officials invoived in the loan were motivated by anything other than
what they saw as the Bank’s best interests. /t notes that Mr. Chau made an
effort to deliver according to the terms of the foan, and did repay a substantial
portion of it. Indeed, if the Extracrdinary General Meeting of Shanghai Land,
called for 3 June 2003 but then postponed, had approved the propased further
asset injection, only a very small amount of the loan would remain outstanding.
Current reécovery action indicates a possibility that the Bank may make
substantial recovery perhaps with little or no loss to the Bank;
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Notwithstanding this, prudent banking practice requires the exercise of good
judgment at the beginning, Mr. Chau has disappeared, and the Bank's reputation
has been damaged by the adverse publicity surrouhding the loan. Having
considered the Moores Rowland Report and conducted its own independent
inquiries, the Special Committee makes the following criticisms of the two most
senior bank officials invoived, in descending order of responsibifity:

¢ Mr. Liu Jinbao (former Chief Exscutive) failed to intervene in the transaction
although he knew thers were serious reservations, which had not been
salisfied. He should have appreciated that Mr. Or's position as de facto
Chairman of the Credit Committee would impede its effectiveness when
dealing with a loan proposal which Mr. Or advocated, such as the New
Nongkai loan;

*  Mr. Or Man Ah (Deputy Chief Executive for Corporate Banking) advocated
the loan without having sufticient regard to the risks inherent in the
+ transaction and the concerns of the Risk Management Department.

(iv}) Actions taken or to be taken Imme‘diafely

The Credit Committes approval procedure is being replaced by a new procedure,
centered on a new Credit Assessment Committee, addressing the imbalance
betwsen business generation and risk management and the inherent conflict
of interest in the old system;

The Special Committee recommends that the Board accapré Mr. Or’s application
for retirement bearing in mind his service record, which but for the lapse of

" judgment in this instance, has been a distinguished one. His ready acceptance

of responsibility shows commendable sense of personal accountabliity that is
entirely consistent with the high regard he is held by his colleaguses;

The Special Committee recommends Ihar.me Board address a note of jts
findings to BOC for Mr. Liu's role in the foan.

. (v} Building stronger foundations

Based on its review of the KPMG and Moores Rowland findings and its own,
independent cbservations, the Special Committee is fully satisfied with the
continuing integrity of the credit approval, risk management and internal control
processes of the Bank. Following the merger from 12 predecessor banks, the
Bank has been pursuing a steady program of implementation of the risk
management and internal controls processes described in the Prospectus at
its IPO and in its last Annual Report. The comprehensive review undesrtaken in
the last three months of the Bank's credit approval, risk management and internal
conitrols processes in the corporate banking business of the Bank shows that
the Bank is on track with this program, but the Review has also given the Bank
an opportunity to take stock of progress and to consider enhancements to these
processes. This review has alsc afforded the bank an opportunity to take stock
of its corporate governance against increasingly high expectations globally and
consider improvements to meet these expactations;

KPMG have identified a number of detailed deviations of Bank credit and risk
management practice from the Bank's own policies and HKMA guidefines. Most
of the variations refate to the Bank's own policies, and the Committes notes
that the HKMA guide/inés are expressed at a high level, The Special Committee
js satisfied that the deviations from both internal policies and HKMA guidelines
are not serfous but should nonetheless be rectified as soon as possible, against
a timetable agreed with HKMA, monitored by Internal Audit, reporting to the
Audit Committes; '

Further detailed enhancements to risk management, credit approval and internal
control processes have been identified by KPMG as desirable even though
HKMA guidelines are met, Management should take these forward, subjec( to
Board oversight;

KPMG have similarly suggested detailed enhancements to the high level controls
in place even theugh HKMA guidelines are met. The Special Committee likewise
belisves that the Chief Executive should take those forward by formulating
detailed proposais to the Board in the manner st out in the section. of this
Repor! dealing with Corporate Governance;

In this Report, the Special Committee wishes to highlight to the Board the areas
of enhancements in processes and high level controls that will mos!t benefit the
Bank.

(vi) Enhancing management structure

The Special Committee is satisfied that the present organizational and
management structure has served the bank well, but drawing from the KPMG
review, its own observations as well as discussions with the Chief Executive,
believe that further enhancement of the existing organizational and management
structure will benefit the Bank;

Recognition of the importance of risk management, which is underlined by the
lessons learnt from the New Nongkai Loan, should be enhanced. This could be
done by efevating the position of Chief Risk Officer in seniority to rank alongside
the heads of business generation, as Director of Risk. He will report directly to

the Chief Executive and to the Board, His duty would be to ensure the Bank
continues to maintain best.international practice in credit, market, operational,
legal and compliance risk controf. This will require the position to be filled by a
world class candidate, through competition open to inside and outside
applicants;

A new position of Chief Operating Officer should be established. His remit would
be to help the Chief Executive co-ordinate and implement the many change
programs now underway in the Bank, together with the enhancements proposed
as part of this Review, and thereby deliver an operational capability for the
Bank which meets best international practice. He will report directly to the Chief
Executive and to the Board, and should rank alongside the existing Deputy
Chief Executives. This will require the position to be filled by a world class
candidate, through competition open to inside and outside applicants;

in order that the Bank may achieve its ambition to become a first class
international bank, the Chief Executive will need the fuill support of the Board
to alfow him the resources required to accomplish this. Not only wiil the Chief
Executive need to recruit the best candidates for the two senicr positions
identified here by the Special Committes, he will have to design in conjunction
with the Board, bank wide human resource and remuneration policies, which
will be conducive to /dennfy/ng and retaining the best candidates for all key
positions in the bank;

The Spacial Committes notes that the right human resource and remuneration
policles need not increase overall cost but should aim at paying the right persons
the right compensation and staffing the bank at a level which is supported by
the business generated.

(vii) Enhancing corporate governance

.

Though they have reported that the high level controls within the bank meet
HKMA guidelines, KPMG have mads a number of suggestions and
recommendations about the Board commiltee structure, nominations, agenda
management, self-assessment, and other matters of corporate governance.

-The Special Committee notes that all of these recommendations are broadly in

line with thinking already underway within the Board and therefore dessrve to
be implemented, but some command more priority than others;

The most immediate priority relates to independent non executive directors,
following Mr. Chia’s retirement. His replacement should have experience which
would ideally include one or more of the fields of corporate governance; change
management, project management, and banking related risk management. in
order to gain the desired spread within the experience spectrum just mentioned,
possibly more independent non executive directors should be appointed;

KPMG's has suggested the setting up of an Executive Committee and the
appointment of additional executive directors, This recommehdation deserves
careful study. The Board should task the Chief Executive to conduct a study of
the nesed and feasibility of an executive committee and if thought fit, to include
detailed proposals in a report to the Board, within 6 months, bearing in mind
the need for the Chief Executive to first attend to the enhancement of the
management structure;

. The Speciat Committes recommends that Comptiance {which is presently
‘overseen by a Sub-Commilttee of the Audit Committee-and comprised of Bank

executives and a co-opted member from BOC) should be recognized as part of
the risk managerent function of the Bank, and so recommends that the Board's
Risk Management Committee should also become responsible for Compliance
and the Risk Management Committee should immediately ask the Chief
Executive to review whether he is satisfied that there is sufficient capability in
the Legal & Compliance Department to provide compliance support to securities
markets issues encountered in the Bank’s lending transactions;

The Board should task the Audit Committee to commission a more detailed
review of the internal audit process against international banking best practice,
to ensure that the Internal Audit function delivers the highest possible added
value in addition to complying with best international practice;

The Chief Executive should be tasked to assess KPMG's other detailed
suggestions for their value in promoting operational efficiency and effectiveness
of the Board, reporting to the Board within 3 months.

{vill} Conclusion — reaching for higher standards

.

The making of the loan occurred soon after the Bank’s creation from the merger
of its predecessor banks, in the early-stages of implementing its new risk
management systems. The Special Committee believes that the key issue is a
“people” issue since the key issue identified in the New Nongkai Loan is not
failure of the risk management system but a lapss in judgment in a particular
instance. Systems can be put in place but they are operated by people. So, it is
essential to embed the values and principles of risk management already
adopted and described in the Bank's 2002 Annual Report (on pages 124 and
125}, at the management and operational levels of the Bank. The Bank has
embarked upon this by the many projects brought underway since the merger
and staff and management have been engaged at multiple levels. A new
awareness is taking hold. The Review has enabled us to stand back, take stock
and see how we might undsrtake this change better;
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*  The priority is to ensure that the Bank has an enhanced top management team
to support the Chief Executive and in this respect, it is important to select, as
soon as possible, the new Chief Operating Officer and Directer of Risk. These
should be persons with sufficient experience-to bring international best practice
into the Bank, and with the right qualities to bring forward the ambitious program
of change that the Bank has already committed to undertake in its merger plans.
The recruitment of a world class candidate to replace Mr. Or in the.position of
Deputy Chief Executive (Corporate Banking) will further enhance the Bank's
top management team. The next priority is.to make sure that the Bank has the
human resource and compansation policies which are conducive to ensuring
that the best candidates are placed and retained in all key positions in the
Bank. Only then, can the Bank truly aspire to be a Bank which is capable of
operating under best international practice;

*  Board leadership will play a critical role in the effort to achieve best international
practice. The Chief Executive should be given the fullest support by the Board
to motivate the staff to implement the change program aiready under way, which
this Review seeks to enhance. it is only through the joint effort of the Board, the
management and the staff that the Bank may emerge as a stronger institution,
ready to reach for higher standards.”

Statement by the Board on the Special Committee’s
Report

The Board met today to consider the Report of the Special Committes it established on
10th June 2003. The Statement by the Board on the Special Commiltee’s Report is
repreducad as follows :

“Since our restructuring and merger on an unprecedented scals in October 2001 and
our public listing last year, we have been going through a rigorous process of
transformation, during-which we have strived to harmonize various systems and upgrade
our standards, thus paving the way for BOCHK to become a first class international
bank. To realize synergles generated by the restructuring and merger to improve
operational efficlencies, we have besn closely following the principles and practices of
good corporate governance, which we firmly believe to be essential ingredients for BOCHK
as a leading banking corporation and for Hong Kong as an international financial and
commercial centre. .

The New Nongkai episode was unfortunats. We regret that this episode stifled the

incremental progress that we were achisving across all our operations. However, as an’

accountable and responsible company, we are determined to take Immediate and
proactive measures to ensure we remain on track with our transformation. At the samre
time, we recognize the importance of restoring public confidence and rebuilding our
Image in both the local and international arenas.

In response to the Special Committee’s findings and recommendations, the Board met
this morning and decided on the following:

1. The Board notes that the Special Committee is satisfied with the continuing
integrity of the credit approval, risk management and internal control processes
of the Bank but wishes to make use of the opportunity to enhance the Bank's
management and corporate governance structure, Accordrngly, Management
has been instructed:

(i) 7o rectify the deviations of Bank.policies from the Hong Kong Monetary
Authority’s guidelines identified by KPMG, against a timetable agreed with
HKMA. Progress will be monitored by the Audit Commiltee and reported to the
Board on a quarterly basis; and )

- (i} To take forward the further enhancements in credit and risk management and
internal control processes recommended by KPMG. it will produce an
implementation plan and timetable, which should recognise that some
enhancements are more urgent or easier to introduce than others. Management
will be expected to.make a quarterly report to the Board, and justify the reasons
for not implementing any recommendations which it disagrees with.

2. The Board has tasked the Audit Committee to commission a more detailed review
of the internal audit process in the Bank against international banking best practice,
to ensure that the internal Audit function delivers the highest possible added value
in addition to complying with best international practice.

3. The Board has accepted the Special Committee's recommendation, which it notes
is supported by the Chief Executivs, that a Chisf Operating Officer and Director of
Risk should be appointed. The Board has decided that these posts should be filled
by suitable world-class candidates, either from inside the Bank or outside, including
the'wider Bank of China Group. It has tasked the Chief Executive with managing a
compelitive selection process on the Board's behalf, prior to Board approval of the
selocted candidates. In approving the recruitment of the two posts of Chlef
Operating Officer and Director of Risk, the Board wishes to make it clear that
this does not imply any criticism or should in any way reflect adversely on the
staff performing similar functions within the Bank,

4. The Board wishes to increase the number of independen! non-execulive directors,
It endorses the Special Committee’s view as to what would be useful experience at
present. It has identified a candidate who will be appointed to replace Mr. Chia Pei-
yuan who retired in July as soon as regulatory ciearance is obtained and has also
short-listed a few more poltential candidates.

5. Toenable the Board and its other committees to focus more.on strategy and oversight
of the business, and improve communication between the Board and Management,
the Board has tasked the Chief Executive to conduct a study o! the need and feasibility
of an executive committse of the Board.

6. The Board has considered the criticisms made by the Specfal Committee of Mr. Liu
Jinbao and Mr. Or Man Ah and accepts the Special Committee’s findings. As Mr. Liu
Jinbao is no longer working for the Bank, the Board will address a note of the findings
of the Spacial Committes to the Bank of China. Mr. Or has applied for early retiremant,
and the Board has decided to accept his application, in view of his long service and
previous contribution to the Bank. The Board wishes to place on record that Mr. Or
readily accepted responsibility. This is a commendable dispiay of a strong sense of
parsonal accountability to the Bank that is entirely consistent with the high regard
held by his colleagues for him. The Bank wishes him a happy retirement.

<
The Board believes that the work of the Special Committee has brought the episods to a
close. The Bank should now.continue to forge ahead with breaking new grounds and
growing its business while progressing towards achieving its aim to become a first class
international bank. The Board would like to put it on record that the staff has been
very. understanding, committed and supportive during the Bank’s restructuring
and merger exercise and has remalined so during this difficuit period. Together we
have come through the New Nongkai episode, the SARS crisis and its economic
ramifications as a strongsr and better organization. We would like to thank our staff for
their good work. The Board also wishes to express its gratitude to the Spscial Committee
and everybody involved for their energy, commitment, and wise counsel.”

Report of the Special Committee

To ensure that the market and the shareholders do raceive full information on the findings
and recommendations of tha Special Committee, the Board has decided to publish the
full Report. Summaries of the findings of Moares Rowland and KPMG are attached as
Appendices 3 and 4 respectively to the Report. A copy of the Report including the
Appendices (in both English and Chinese) will be sent together with the Group’s 2003
Interim Report and Audited Accounts to members of the Company. The Report is also
available (in both English and Chinese) on the Company's website at
www.bochkholdings.com. In case of queries about how to obtain copies of the Report or

-how to access the Report on the Company's website, please call the Company's hotline

at (852) 2846 2700.

Definitions

Unless the context requires otherwise, the following wards have the meanings set out
below :

“Board” means the Beard of Directors of the Corﬁpany;

means Bank of China, the ultimate holding company
of the Company;

“BOC”

“BOCHK" or “Bank” means Bank of China (Hong Kong) Limited, the
principal operating subsidiary of the Company and an

authorised institution under the Banking Ordinance;

“Chau” means Mr. Chau Ching Ngai;
“Group” means the Company and its subsidiaries;
“HKMA” means the Hong Kong Monetary Authority;

“New Nongkal L.oan” means the loan advanced by BOCHK to New Nongkai
Global investments Limited for the purpose of
financing the latter's acquisition of equity interest in

Shanghai Land;

“PwC” means PncewatsrhouseCoopers the audltors of the

Group;

means Shanghai Land Holdings Limited, a company
listed on the Stock Exchange of Hong Kong Limited.

“Shanghai Land”

By order of the Board
Jason CW Yeung
Company Secrelary

Hong Kong, 5th September, 2003

6, 2003




